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CHAPTER  I  C  . 

INTRODUCTION 

This  report  has  been  prepared  in  the  hope  that  it  may  contribute 
to  clear  thinking  in  Colorado  on  the  subject  of  property  tax  limitation. 
It  undertakes  to  evaluate  the  actual  effect  of  the  overall  tax  limitation 
laws  v^fhich  have  been  imposed  in  seven  other  states,  upon  the  operation 
of  state  and  local  governments  and  upon  tax  reform.  The  people  of 
Colorado  should  be  informed  as  to  the  consequences  which  follow  the 
adoption  of  restrictive  limitation  plans  in  order  that  they  may  make 
intelligent  decisions  regarding  the  adoption  of  this  method  in  this  state. 

The  first  and  most  important  duty  of  citizens  in  a  democracy  is 
to  be  informed  regarding  the  operations  of  government  and  next  to 
contribute  to  the  formulation  of  a  sound  public  policy  upon  the  basis 
of  accurate  and  complete  information.  One  of  the  most  difficult  prob- 
lems confronting  citizens  and  voters  is  to  distinguish  between  plans 
and  policies  which  are  advanced  by  pai'ticular  groups  for  the  purpose 
of  serving  their  own  special  purposes  and  policies  which  are  for  the 
general  welfare  of  the  whole  community.  Much  of  the  controversy  and 
haze  surrounding  many  public  problems  arises  from  the  fact  that 
special  groups  seeking  special  ends,  usually  endeavor  to  bolster  up 
their  plan  with  the  specious  pleas  and  arguments  which  purport  to 
show  that  their  plan  is  for  the  general  welfare. 

For  this  reason,  the  attempt  is  made  to  present  not  only  the  argu- 
ments for  and  against  tax  limitations  but  to  determine  in  a  scientific 
manner  just  how  the  plan  has  worked  out  in  actual  practice  in  other 
states.  Such  a  study  is  complicated  by  the  fact  that  a  considerable 
portion  of  the  decrease  in  property  taxes  which  has  taken  place  since 
tax  limitations  have  been  imposed,  has  been  due  to  declining  assessed 
valuations  and  a  general  effort  on  the  part  of  public  officials  to  reduce 
expenditures  and  taxes  during  the  depression  period.  It  is  difficult 
to  determine  accurately  how  much  of  the  decline  in  tax  revenues  ob- 
tained from  property  is  due  to  decreased  valuation,  tax  delinquency 
and  reduced  tax  levies  and  how  much  is  the  direct  result  of  tax  limi- 
tation laws.  For  example,  the  assessed  valuation  of  the  state  of 
Colorado  declined  30.8  per  cent  between  1929  and  1934  and  total  reve- 
nue collected  on  property  declined  25.8  per  cent,  in  spite  of  the  fact 
that  no  rigid  tax  limitation  provisions  were  in  effect. 

Another  difficulty  inherent  in  any  attempt  to  appraise  the  situa- 
tion at  the  present  time,  arises  from  the  fact  that  the  full  effects  of  the 
restrictive  tax  limitation  laws  will  not  be  observable  for  several  years. 
If  the  use  of  public  credit  is  seriously  impaired  or  curtailed  many 
needed  public  improvements  will  have  to  be  postponed  and  the  full  effect 
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of  such  postponement  will  not  immediately  appear.  If  the  plan  results 
in  the  accumulation  of  heavy  bonded  indebtedness,  the  real  burden 
may  not  be  fully  realized  for  several  years. 

The  plan  of  the  study  is  to  present  historically  the  origin  and 
development  of  the  tax  limitation  movement  and  the  arguments  which 
have  been  advanced  in  support  of  the  movement.  Next  the  arguments 
against  tax  limitation  will  be  presented.  This  will  be  followed  by  a 
critical  examination  of  the  actual  operation  of  the  plan  in  each  of  the 
seven  states  which  have  adopted  it.  The  next  section  of  the  report  will 
deal  with  the  effect  of  the  proposed  tax  limitation  amendment  upon 
state  and  local  governments  in  Colorado.  The  report  will  conclude 
with  a  summary  statement  of  the  findings  and  alternatives  to  tax 
limitation. 

I  wish  to  thank  in  particular  Professor  G.  S.  Klemmedson  of 
Colorado  State  College  and  Professor  A.  E.  Joyal,  Director  of  W.P.A. 
Research  Projects,  for  State  Department  of  Public  Instruction,  Denver, 
for  valuable  assistance  in  the  preparation  of  this  study.  Professor 
Klemmedson  made  available  to  me  his  valuable  collection  of  documents 
and  pamphlets  dealing  with  this  problem  and  Professor  Joyal  furnished 
me  with  advance  copies  of  his  exhaustive  analysis  of  the  effect  of  tax 
limitation  upon  the  schools  of  Colorado.  I  also  wish  to  make  acknowl- 
edgment to  Martin  F.  Schmidt,  my  colleague,  who  compiled  much  of 
the  statistical  material  upon  which  my  conclusions  were  based. 

Don  C.  Sowers. 

University  of  Colorado 
Boulder,  Colorado 
June,  1936 
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CHAPTER  II 

ORIGIN  AND  DEVELOPMENT  OF  THE 
TAX  LIMITATION  MOVEMENT 

The  overall  tax  Limitation  movement  is  of  comparatively  recent 
development,  and  may  be  said  to  be  an  outgrowth  of  the  depression 
period.  The  overall  tax  limitation  establishes  a  maximum  rate  of  levy 
on  property  which  the  aggregate  of  state  and  local  levies  may  not 
exceed. 

The  older  type  of  tax  limitation  imposed  limitation  on  the  rates 
which  could  be  levied  by  each  class  of  taxing  subdivisions,  state,  coun- 
ties, schools  and  municipalities.  Twenty-one  states  limit  the  rate  which 
may  be  levied  on  property  for  state  purposes,  as  does  Colorado  where 
the  maximum  rate  is  5  mills.  In  thirty-seven  states  the  county  levies 
are  limited.  In  thirty-six  states,  municipalities  cannot  exceed  the 
maximum  prescribed.  School  districts,  townships,  and  other  taxing 
units  are  limited  in  some  states.  These  earlier  tax  limitation  laws 
were  imposed  largely  for  the  purpose  of  preventing  taxes  from  going 
higher  and  in  the  main  were  fixed  at  a  point  which  did  not  seriously 
interfere  with  the  normal  operation  of  state  and  local  governments. 
Where  the  limitation  proved  to  be  too  restrictive  various  plans  were 
developed  to  liberalize  the  legal  provisions  such  as  raising  the  limits, 
or  entirely  abolishing  them,  exempting  certain  levies  from  the  limi- 
tation, creating  new  units  of  government  for  carrying  special  functions, 
which  could  levy  taxes  outside  the  limits,  issuance  of  deficiency  bonds 
and  juggling  the  accounts  of  revenue-producing  enterprises  so  as  to 
shift  the  earnings  to  current  expense  account  and  pay  out  of  additional 
taxation  the  interest  and  amortization  charges  on  the  debts  of  these 
enterprises.  A  study  of  these  older  types  of  tax  limitation  is  beyond 
the  scope  of  this  report.  A  great  majority  of  the  states  have  experi- 
mented with  them  and  have  revised  them  at  frequent  intervals  as  the 
need  for  change  and  modification  became  apparent. 

This  report  is  concerned  with  the  newer  type  of  overall  tax  limi- 
tation which  is  imposed  with  the  definite  objective  of  reducing  the  tax 
burden  on  general  property  and  shifting  the  burden  to  other  sources 
of  wealth. 

The  laws  of  seven  states — Indiana,  Michigan,  New  Mexico,  Ohio, 
Oklahoma,  Washington,  and  West  Virginia — provide  that  the  aggre- 
gate levies  on  any  parcel  of  property  shall  not  exceed  a  prescribed  rate. 
In  Indiana  and  Washington  the  maximum  limitation  is  fixed  by  statute 
while  in  the  other  five  states  it  has  been  written  into  the  state 
constitution. 
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Indiana  in  1932  passed  a  law  which  limits  total  tax  levies  to  one 
dollar  on  each  hundred  dollars  of  taxable  property  located  outside  of 
incorporated  municipalities.  The  limit  is  flexible  in  that  it  provides 
that  the  county  board  of  tax  adjustment  may  increase  tax  levies  beyond 
the  limit  in  cases  of  emergency. 

Michigan,  by  constitutional  amendment,  adopted  in  November 
1932,  restricts  taxation  to  15  mills  or  a  dollar  and  a  half  for  each 
hundred  dollars  of  taxable  property  but  a  court  decision  later  exempted 
special  charter  cities  from  the  operation  of  the  amendment.  Taxes 
levied  for  existing  debts  are  exempted  and  additional  levies  may  be 
made  outside  the  limitation,  by  two-thirds  vote  of  the  electors. 

New  Mexico,  in  1933,  by  constitutional  amendment,  limited  taxa- 
tion to  20  mills  or  two  dollars  for  each  hundred  dollars  of  taxable 
property  except  special  levies  on  special  classes  of  property  and  levies 
for  public  debt.  Taxes  may  be  levied  outside  the  limitation  by  a 
majority  vote  of  the  electors. 

Ohio  has  limited  total  taxes,  by  statute,  since  1911,  to  a  maximum 
of  15  mills.  In  1929  this  limit  was  placed  in  the  constitution.  In  1933 
the  constitutional  limit  was  reduced  to  10  mills.  Municipalities,  with 
charters  containing  specific  limits,  are  exempt  as  also  are  taxes  levied 
for  prior  debts.  Increases  are  allowed  beyond  the  limitation  by 
majority  vote  of  the  electors. 

Oklahoma,  in  1933,  amended  its  Constitution  to  provide  for  an 
overall  tax  limitation  of  15  mills.  This  does  not  include  sinking  fund 
levies  and  there  are  two  exceptions  in  that  the  county  may  levy  an 
extra  tax  of  2  mills  for  negro  schools  and  the  school  district  may 
increase  its  levy  by  10  mills  if  the  voters  approve.  Thus  the  real 
limitation  is  27  mills  rather  than  15  mills. 

Washington  adopted  an  initiative  measure  in  1932  which  set  a 
maximum  limit  of  forty  mills  for  the  general  property  tax  on  city 
property  and  25  mills  on  rural  property  on  an  assessed  valuation  which 
is  legally  presumed  to  be  fifty  per  cent  of  true  value.  The  measure 
established  for  current  expenses  a  maximum  levy  of  five  mills  for  the 
state,  ten  mills  for  the  county,  ten  mills  for  the  schools,  and  fifteen 
mills  for  the  city  and  provided  that  additional  levies  might  be  made 
for  payment  of  bond  obligations  if  approved  by  a  two-thirds  vote  of 
the  electors.  A  second  initiated  measure  adopted  in  1934  provided 
that  levies  for  bonds  issued  subsequent  to  1934  must  come  within  the 
millage  limit,  and  extra  levies  for  prior  debts  were  limited  to  five  mills. 

West  Virginia  in  1932  by  constitutional  amendment  classified 
taxable  property  into  four  groups  and  restricted  the  tax  levies  upon 
each  group  as  follows :  5  mills  limit  on  agricultural  property,  10  mills 
on  property  used  as  a  residence  by  the  owner,  15  mills  on  other  rural 
property  and  20  mills  on  other  urban  property.   Provision  was  later 
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made  for  levying  outside  the  limits  for  debt  service,  contractual  debt 
charges  and  operating  levies  in  cities  free  from  debt.  Increases  are 
permitted  up  to  50  per  cent  by  two-thirds  vote  of  the  taxing  units, 
good  for  three  years. 

These  overall  tax  limitations  have  been  sponsored  principally  by 
real  estate  groups  but  aided  by  taxpayers  organizations  and  large  cor- 
porations. The  depression  presented  an  opportunity  for  the  dis- 
tressed alarm  of  heavy  tax  burdens  to  place  restrictions  on  tax  levies 
in  the  state  constitution  for  the  purpose  of  enabling  general  property 
to  be  relieved  of  a  portion  of  its  burden  by  shifting  it  to  other  groups. 

The  strategy  of  the  real  estate  group  is  explained  by  Adam 
Schantz  III,  Dayton,  Ohio,  Chairman  of  the  National  Committee  on 
State  and  Local  Taxation  of  the  National  Association  of  Real  Estate 
Boards. 

"I  attribute  much  of  our  success  in  Ohio  in  attaining  the  one  per  cent 
limitation  amendment  to  an  unusual  and  widespread  public  support  by 
'butchers,  bakers,  and  candlestick  makers.'  We  religiously  avoided  even  peep- 
ing the  words  'Sales  tax',  'Income  tax',  and  'Other  Taxes'.  We  kept  our  hands 
strictly  off  any  suggestion  for  new  taxes.  Had  we  begun  to  suggest  a  State 
Sales  Tax  or  an  Income  Tax  or  some  other  form  of  tax  we  would  immediately 
have  incurred  the  enmity  of  groups  and  individuals  specifically  touched  by 
such  new  taxes  advocated.  As  it  was,  we  aroused  no  antagonism  by  suggest- 
ing where  the  tax  should  be  placed.  We  only  used  simple  slogans  such  as 
'Save  our  Homes',  'Fair  Taxes  for  Real  Estate',  etc. 

"Attempt  after  attempt  was  made  by  a  certain  group  opposed  to  our 
limitation  amendment  to  get  us  to  come  out  specifically  and  state  where 
replacement  taxes  should  fall.  They  knew  that  would  be  our  'Achilles'  Heel' 
and  they  were  out  to  strike  us  in  a  weak  and  vulnerable  spot. 

"Whenever  the  protectors  of  other  forms  of  wealth  carry  on  their 
lobbying  activities  and  organizations,  they  are  not  particularly  interested 
where  taxes  fall  so  long  as  taxes  do  not  fall  on  the  particular  thing  they  are 
trying  to  protect.  Why  then  should  the  real  estate  interests  seek  to  execute 
themselves  and  lose  chances  for  their  own  protection  by  being  pulled  into 
this  trap?  I  will  agree  that  this  is  not  the  enlightened  way  to  look  upon  the 
problem  of  solving  our  taxation  mess."i 

It  appears  clear  from  this  statement  that  the  objectives  of  the 
real  estate  group  were  not  tax  reduction  or  tax  reform  but  a  shifting  of 
tax  burden  from  real  estate  to  other  forms  of  wealth.  In  effect  their 
position  seems  to  be  one  of  entire  indifference  as  to  who  shall  bear  the 
burden  which  they  refuse  longer  to  bear  or  as  to  the  crippling  effects 
upon  local  governments.  Briefly  stated  their  position  is  "We'll  pay 
only  so  much,  get  the  rest  of  your  money  somewhere  else  or  go  with- 
out. ' '  Such  a  position  may  be  described  as  a  "  tax  strike ' '  or  tax  revolt. 

In  a  discussion  following  the  presentation  of  a  paper  by  Mr.  Adam 
Schantz  at  the  National  Tax  Association  meeting  held  in  Boston  in 


1.  First  tax  letter  from  Adam  Schantz,  III,  chairman  to  National  Committee  on 
State  and  Local  Taxation.    Subject:  Proposed  Program  for  Committee. 
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1934  on  the  subject  of  "R«al  Property  Tax  Limitation"  Professor 
S.  E.  Leland  made  the  following  comment : 

"It  is  high  time  that  the  people  of  this  association  and  other  associations 
should  go  clearly  and  positively  on  record — and  I  think  every  intelligent  man 
that  knows  anything  about  government  or  government  finances  is  decidedly 
on  record — to  the  effect  that  there  is  nothing  whatsoever  to  be  said  in  favor 
of  tax  limitation  plans,  except  the  fact  that  it  works  out  to  the  benefit,  in 
theory,  of  those  vested  interests  which  are  now  trying  to  foist  this  plan  over 
on  an  ignorant  electorate." 

To  this  Mr,  Schantz  replied: 

"Now  that  my  intelligence  has  been  placed  upon  its  proper  plane  and 
realizing  the  fact  that  whatever  Professor  Leland  may  say  will  have  nothing 
to  do  with  the  fact  that  tax  limitation  is  going  through  this  country  like  an 
epidemic,  I  still  insist  and  still  contend  that  this  thing  will  be  fought 
through."2 

The  motives  that  have  actuated  other  groups  which  have  sup- 
ported tax  limitation  proposals  have  undoubtedly  been  the  desire  to 
compel  a  reduction  in  public  expenditures.  These  motives  appear  in 
the  vicious  attacks  which  are  made  on  ' '  tax  spenders ' '  and  ' '  tax  eaters ' ' 
who  are  visualized  as  living  in  luxury  and  wasting  public  funds. 

Mr.  Herbert  U.  Nelson,  Secretary  of  the  National  Association  of 
Real  Estate  Boards,  in  an  article  entitled  ' '  The  Case  for  Tax  Limita- 
tion" attempts  to  justify  tax  limitation  as  a  device  to  force  or  compel 
tax  reform.  He  says  "The  case  for  tax  limitation  must  rest  on  the 
desirability  of  such  limitation  as  a  means  of  initiating  a  rapid  and 
reasonably  equitable  rearrangement  of  our  obsolete  revenue  plan  to 
fit  more  nearly  the  social  economies  of  a  new  age."  "The  case  must 
therefore  rest  on :  .  .  .  the  train  of  further  adjustment  for  which  it 
paves  the  way ;  in  other  words,  the  forcing  power,  if  you  please,  which 
it  appears  inevitably  to  exercise  for  comprehensive  tax  modernization. ' ' 
Again  he  says  ' '  The  finest  thing  which  can  be  said  for  tax  limitation  is 
that  a  train  of  further  tax  reforms  in  practice,  follow  it. ' '  He  contends 
that  imposition  of  tax  limitation  has  the  following  desirable  results 
(1)  "Widening  of  the  tax  base,  (2)  shifting  of  the  collecting  function 
more  largely  to  the  state  since  most  new  sources  of  revenue  can  be 
tapped  effectively  only  by  the  state,  (3)  allocation  of  state-collected 
taxes  to  the  local  units,  (4)  shifting  of  such  expensive  services  as 
education  and  highways  from  local  to  state  government,  (5)  pressure 
for  accurate  and  fair  assessment  of  property  for  tax  purposes,  and 
(6)  pressure  for  the  simplification  of  overlapping  governmental  units. 
He  says,  "Our  tax  system  is  a  shell,  a  hard  shell,  an  XVIII  Century 
cocoon.  .  .  .  Tax  limitation  .  .  .  seems  to  work,  in  practice  as  the  most 
direct  and  effective  force  we  have  yet  found  to  crack  the  cocoon." 
Over  and  over  again  Mr.  Nelson  repeats  the  idea,  that  tax  limitation 
is  desirable  because  of  the  possibility  of  its  use  as  a  means  to  effect  tax 


2.    National  Tax  Association,  1934,  p.  53-54. 
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reform.  He  cites  as  proof  of  this  the  reduction  of  real  estate  taxes  in 
the  states  which  have  adopted  overall  tax  limitation,  the  development 
of  new  tax  plans,  tlie  growth  of  state  aid  to  local  units  and  the  assump- 
tion of  a  portion  of  the  burden  of  school  and  highway  costs  by  the  state. 

"It  must  be  admitted  (Nelson  says)  that  there  have  been  bumps, 
jolts,  dislocations,  hardships,  difficulties,  weakness,  and  mistakes  in 
limitation  laws  as  so  far  put  into  effect." 

Finally  Mr.  Nelson  points  out  that  the  proponents  of  the  tax  limi- 
tation do  not  put  forward  such  a  measure  as  something  ultimate  to  be 
retained  always.  We  advance  it  only  as  a  method  which  meets  practi- 
cally an  urgent  present  need.  Real  estate  is  and  always  will  be,  out 
in  the  open,  vulnerable  to  tax  attack.  At  a  time  when  economic  rela- 
tionships are  undergoing  profound  upheaval,  real  estate  is  the  one 
form  of  wealth  which  cannot  hide  or  withdraw.  For  the  present,  it  is 
not  too  much  to  say  it  must  have  some  such  adjustment  as  limitation 
gives.  Meantime  as  thoroughly  modernized  state  and  local  revenue 
systems  are  involved  it  is,  as  a  matter  of  fact,  highly  probable  that 
we  shall  find  the  fair  share  of  government  costs  which  they  eventually 
allot  to  real  estate  to  be  very  much  the  same  as  that  represented  by  the 
present  one  to  one-and-one-half  per  cent  overall  limits."* 

Mr.  Jens  P.  Jensen  of  the  University  of  Kansas  has  shown  that 
the  major  argument  on  which  Mr.  Nelson  has  chosen  to  rest  the  case 
for  tax  limitation,  namely,  that  it  forces  tax  reform,  is  of  doubtful 
validity.  In  all  of  the  states  which  have  tax  limitation  the  forcing 
power  has  resulted  in  the  adoption  of  retail  sales,  gross  receipts  or  gross 
income  taxes  and  only  one  of  the  states,  namely  New  Mexico,  has 
adopted  a  state  income  tax.  Oklahoma  already  had  an  income  tax  and 
in  Washington  the  income  tax  was  adopted  before  adopting  tax  limi- 
tation and  has  since  been  declared  unconstitutional.  Mr.  Jensen  does 
not  regard  the  adoption  of  sales  taxes  as  a  movement  in  the  direction 
of  tax  reform.  He  says  "Tax  limitation  does  not  lead  to  reform  of 
taxation,  at  least  not  to  any  kind  of  tax  reform  that  I  can  recognize 
as  such. '  '* 

Most  students  of  taxation  agree  with  Mr.  Jensen  that  the  adoption 
of  sales  taxes  "marks  an  unnecessary  and  backward  step  in  taxation". 
It  appears  that  tax  Limitation  did  cause  lawmakers  to  seek  new  sources 
of  taxation  and  in  desperation  and  haste  they  seized  upon  the  tax 
which  was  being  assiduously  advocated,  for  obvious  reasons  by  real 
estate  interests,  automotive  industries,  and  big  income  taxpayers., 
namely  the  sales  tax.  The  tax  limitation  movement  thus  far  has  re- 
sulted in  shifting  tax  burdens  from  real  estate  owners  to  the  back  of 
the  least  fortunate  citizens,  in  the  shape  of  heavy  sales  taxes  which  fall 

3.  Herbert  U.  Nelson.  "The  Case  for  Tax  Limitation,"  Property  Tax  Limitation 
Laws  Public  Administration  Service,  No.  36,  pp.  6-11. 

4.  Jens  P.  Jensen,  "Property  Tax  Limitation",  Tax  Policy  League  Vol.  II,  No.  4 
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\ipon  such  vital  necessities  as  food  and  clothing.  A  tax  plan  which 
gouges  from  $15  to  $20  a  year  from  the  $1,000  a  year  laborer  regard- 
less of  his  dependents,  indebtedness  or  other  handicaps  can  hardly  be 
considered  as  a  desirable  tax  reform.  "Whatever  merits  these  taxes 
(sales)  may  have  as  producers  of  revenue,  they  are  intolerably  re- 
gressive in  their  incidence.  Tax  limitation  will  be  the  rich  man's 
relief  and  the  poor  man 's  burden. ' 

Tax  limit  movement  seems  to  he  on  the  wane. 

The  nationwide  campaign  to  limit  property  taxes  is  still  being 
energetically  waged  by  the  National  Association  of  Real  Estate  Boards 
and  other  groups  in  many  states,  yet  its  success  has  been  slight  during 
1934  and  1935. 

Constitutional  amendments,  providing  for  overall  tax  limitation 
were  defeated  by  statewide  referenda  in  Kansas  in  1932  and  in  Oregon 
in  1934.  Georgia  will  vote  on  a  proposed  constitutional  amendment 
to  limit  the  property  levy  to  1.5  per  cent  in  November,  1936. 

During  1935  an  avalanche  of  tax  limitation  bills  were  introduced 
in  the  legislatures  of  the  various  states  but  most  of  them  were  defeated. 
Proposals  for  constitutional  limitation  were  introduced  in  Arizona, 
Florida,  Iowa,  Illinois,  Maryland,  Massachusetts,  Minnesota,  Nebraska, 
New  York,  Ohio,  and  Texas  and  for  statutory  limitation  in  Illinois, 
New  Jersey,  Pennsylvania,  and  Utah.  In  Ohio  it  was  proposed  to 
further  reduce  the  constitutional  limit  from  10  mills  to  5  mills.  All 
of  these  proposals  failed  of  passage.  It  would  appear  that  when  the 
tax  limitation  proposals  are  carefully  considered  by  the  members  of 
the  legislature  and  both  sides  of  the  question  are  presented  that  the 
legislators  have  not  been  convinced  of  the  wisdom  of  adopting  the  plan. 
This  may  explain  why  attempts  are  now  being  made  to  refer  the 
proposition  to  the  electorate  thru  initiated  petitions.  Perhaps  the 
general  improvement  in  business  conditions  has  been  responsible  for 
the  failure  of  other  states  to  adopt  the  plan  during  the  last  two  years. 


5.    Jens  P.  Jensen,  "Tax  L#imitation",  Proc.  National  Tax  Association,  1935,  p.  344. 
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CHAPTER  III 

ARGUMENTS  AGAINST  TAX  LIMITATION 

The  first  objection  to  placing  a  definite  and  fixed  limitation  on  the 
proportion  of  the  tax  burden  which  may  be  borne  by  real  estate  in  the 
state  Constitution  is  that  the  matter  is  one  of  policy  and  not  of  prin- 
ciple. The  proportion  of  total  income  taken  thru  taxes  fluctuates 
materially  from  decade  to  decade  and  tends  to  increase  as  governments 
are  called  upon  to  perform  a  greater  number  and  variety  of  services 
and  activities;  in  view  of  this  tendency  why  should  the  income  from 
real  estate  be  protected  from  such  fluctuations  by  a  provision  in  the 
fundamental  law?  Why  should  not  other  forms  of  income  also  be 
protected  ?  The  fact  that  real  estate  has  been  bearing  too  large  a  share 
of  the  tax  burden  may  constitute  a  sufficient  reason  for  a  reduction  in 
taxes  on  real  estate  but  hardly  justifies  the  necessity  or  wisdom  of 
putting  a  fixed  limitation  in  the  Constitution. 

One  Per  Cent  does  not  represent  real  estate's  fair  share  of  taxes. 

The  limitation  of  one  per  cent  of  true  value,  as  the  correct  pro- 
portion of  taxes  which,  should  be  contributed  by  real  estate,  is  not 
based  on  any  scientific  investigation  of  the  problem.  The  proponents 
of  the  plan  make  this  statement. 

"Overall  tax  limitation  of  1%  of  true  value  is  suggested  because  it  is 
believed  that  this  represents  an  equitable  tax  and  one  which  is  economically 
sound. 

"It  has  long  been  accepted  in  the  United  States  that  a  6%  return  from 
an  investment  is  a  satisfactory  average.  This  applies  to  real  estate  as  to 
other  investments.  On  this  basis  a  tax  of  1%  would  represent  one-sixth  of 
the  return  from  the  real  estate  investment,  or  the  equivalent  of  a  16%  income 
tax. 

"Real  estate  owners  feel  that  this  is  equitable  and  they  have  no  desire 
to  escape  their  equitable  share  of  taxation."i 

In  our  present  state  of  knowledge  it  is  difficult  to  determine  what 
proportion  of  taxes  ought  to  be  contributed  by  real  property  but  all 
students  of  taxation  are  agreed  that  property  should  constitute  one  of 
the  important  bases  of  taxation  and  that  it  would  be  unwise  to  place 
rigid  restrictions  on  the  ability  of  governments  to  continue  to  tax  it. 
The  unearned  increment  from  the  appreciation  of  urban  sites  repre- 
sents sources  of  wealth  of  enormous  magnitude  and  the  property  tax 
is  the  only  device  we  have  for  reaching  this  unearned  increment  in  the 
value  of  land.  The  New  York  State  Commission  on  the  Revision  of  the 
Tax  Laws  recently  made  a  study  to  determine  what  current  services 
and  what  long  run  benefits  are  obtained  by  real  estate  owners  from 


1.  National  Association  of  Real  Estate  Boards  "Overall  liimitation  of  Real 
Estate  Taxation",  December,  1935,  p.  7-8. 
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the  activities  of  the  local  government  vs^hich  they  help  to  support.  It 
was  discovered  that  the  following  services  were  directly  beneficial  to 
property  owners;  police  patrol,  fire  fighting  and  prevention,  sanitary 
collection  and  disposal,  sewer  maintenance  and  operation,  water  supply, 
care  of  streets  and  other  public  utilities.  Another  group  of  services 
such  as  traffic  control,  city  planning,  inspection  services,  the  law  de- 
partment and  the  courts  are  specifically  beneficial  to  property  owners 
in  part  only.  In  addition,  capital  outlay,  interest  charges  and  bond 
retirement  costs  for  such  improvements  as  bridges,  subways  and  via- 
ducts, schools  and  libraries,  parks,  civic  centers  and  public  buildings, 
result  in  benefiting  property  owners  because  of  their  favorable  influ- 
ence upon  property  values.  It  is  apparent  that  a  substantial  part  of 
the  activity  of  local  government  is  directed  toward  rendering  services 
which  directly  benefit  property  owners.  The  conclusion  reached  by 
a  careful  detailed  analysis  of  general  property  tax  revenues  and  ex- 
penditures in  the  twenty  largest  cities  in  New  York  covering  a  five 
year  period  was  "that  on  the  average  more  than  half  of  the  general 
property  tax  revenue  goes  to  pay  for  the  maintenance,  interest,  and 
improvement  outlay  for  direct  beneficial  services,"  and  that  at  least 
half  of  the  taxpayers'  money  annually  expended  is  for  services  which 
directly  benefit  taxpayers  and  that  the  bulk  of  these  expenditures  are 
related  to  direct  benefits  to  property  owners. 

' '  The  conclusion  that  may  be  drawn  from  these  facts  is  that  a  part 
of  the  tax  bill  (more  than  half,  on  the  average)  goes  to  pay  for  services 
and  for  capital  investments  which  are  of  benefit  to  the  taxpayer.  Their 
beneficial  character  is  further  attested  to  by  the  continuous  flow  of 
requests,  applications  and  demands  to  the  government  by  interested 
taxpayers,  for  an  improvement  or  an  extension  of  such  activities."^ 

The  enormous  increase  in  land  values  in  urban  communities  and 
the  specific  benefits  enjoyed  by  real  property  as  a  direct  result  of  local 
government  expenditure  constitute  the  basic  reasons  for  the  taxing  of 
real  estate  especially  by  local  governments.  The  facts  indicate  that 
real  estate  should  bear  at  least  one-half  of  all  local  government  expendi- 
tures. This  may  require  much  more  than  one  per  cent  of  the  value  of 
real  estate  for  local  government  purposes  alone  and  the  percentage  of 
value  may  be  expected  to  vary  from  decade  to  decade  depending  upon 
the  extent  of  new  services  performed  for  the  direct  benefit  of  real 
property.  These  facts  demonstrate  the  economic  unsoundness  of 
placing  rigid  limitations  on  the  amount  of  taxes  which  real  estate 
should  bear.  The  increase  in  land  values  and  ground  rents  in  urban 
communities  arises  in  part  from  the  growth  of  population,  for  which 
landowners,  as  such,  deserve  no  credit  and  in  part  from  government 
expenditures  for  police  and  fire  protection,  education,  recreation,  sani- 

2.  Report  of  the  New  York  Commission  for  the  revision  of  Tax  Laws,  1932, 
Memorandum  Number  Five,  "Is  the  Real  Sstate  Tax  a  Benefit  Tax,"  by  Edwin  H. 
Spangler,  p.  100. 
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tation  and  similar  purposes.  A  tax  system  to  be  ethically  just  and 
economically  sound  should  depend  in  part  on  this  community  created 
wealth  especially  in  urban  communities.  In  fact  it  is  maintained  by 
some  that  real  estate  as  a  whole  may  be  unjustly  taxed  but  that  land 
is  undertaxed  and  that  tax  relief  ought  not  to  apply  to  land  values  but 
to  improvements  on  land.  It  appears  also  that  taxes  have  had  little 
effect  upon  the  broad  up  and  down  movement  of  real  estate  values 
during  periods  of  prosperity  and  depression.  As  Herbert  Simpson  of 
Northwestern  University  points  out,  ' '  We  have  had  the  most  rampant 
speculation  and  most  spectacular  real  estate  appreciation  and  activity 
in  periods  of  rapidly  mounting  taxes ;  and  we  have  had  prolonged 
decline  and  stagnation  of  real  estate  activity  in  periods  and  regions 
where  taxes  were  negligible."* 

Tax  Limitation  has  neither  forced  tax  reform  nor  reduced  expenditures. 

Tax  limitation  has  not  accomplished  either  of  the  major  objectives 
predicted  by  its  sponsors.  It  has  neither  forced  nor  compelled  a  de- 
sirable tax  reform  nor  reduced  expenditures  of  governments.  Limita- 
tion has  resulted  in  shifting  but  not  in  alleviating  the  tax  burden. 
Relief  for  the  property  owner  has  meant  an  added  burden  on  the  poor 
man  whose  taxes  have  been  increased. 

The  situation  in  Ohio  has  been  described  as  follows.  "The  annual 
budget  showed  very  little  reduction  as  a  result  of  the  10-mill  limitation. 
Taxes  were  not  reduced,  tax  burdens  were  shifted.  The  saving  in  real 
estate  taxes  is  from  $4.00  to  $5.00  per  one  thousand  dollars  assessment 
valuation.  Assuming  that  the  average  home  is  assessed  for  taxation  at 
three  thousand  dollars,  the  average  taxpayer  will  save  from  $12  to  $15 
on  real  estate  taxes. 

It  has  been  estimated  that  the  3  per  cent  sales  tax  will  cost  the 
average  urban  resident  from  $20  to  $40  per  year.  The  large  owner  of 
real  estate  including  the  public  utilities  and  the  owners  of  valuable 
downtown  property  have  effected  a  tax  saving.  The  small  taxpayer, 
however,  is  finding  that  the  10  mill  limitation  is  costing  him  more 
money  than  he  saved  on  real  estate  taxes."* 

In  Michigan  tax  limitation  forced  the  adoption  of  a  3  per  cent 
retail  sales  tax  which  is  obviously  not  tax  reform  and  it  erected  another 
barrier  to  the  adoption  of  an  income  tax.  Replacement  taxes  have  been 
a  necessary  accompaniment  to  the  property  tax  reduction  program  and 
retail  sales  taxes  have  been  the  type  of  new  taxes  most  frequently  sub- 
stituted. Students  of  taxation  are  practically  unanimous  in  their 
opinion  that  sales  taxes  do  not  meet  the  test  of  a  just  and  scientific  tax 
system  and  that  their  adoption  does  not  constitute  genuine  tax  reform. 

3.  Herbert  D.  Simpson,  "Tax  Relief  for  Real  Estate,"  Tax  Policy  League,  Volume 
n.  No.  9,  p.  7. 

4.  S.  J.  Barrlck,  "Ohio  Learns  a  Second  Lesson,"  National  Municipal  Review, 
November,  1935,  p.  618. 
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It  is  extremely  doubtful  if  the  total  reductions  in  expenditures  have 
been  any  greater  in  the  states  which  have  adopted  tax  limitations  than 
in  states  which  have  not  limited  taxes.  During  the  depression  all  state 
and  local  governments  curtailed  expenditures,  regardless  of  tax  limi- 
tation and  much  of  the  reductions  in  expenditures  claimed  by  the 
sponsors  of  tax  limitation  have  resulted  from  the  depression  and  not 
from  the  tax  limitation.  A  competent  observer  in  West  Virginia  re- 
ports that  "Whatever  West  Virginia  may  have  learned  from  the  tax 
limitation  amendment  it  is  very  clear  that  'tax  limits'  have  not  meant 
'tax  relief.  State  and  local  government  combined  is  spending  within 
a  few  per  cent  of  what  it  spent  in  the  recent  past,  and  this  in  the  face 
of  the  fact  that  administration,  legislation  and  press  have  carried  on  an 
unceasing  campaign  for  reduced  expenditures. ' 

Tax  limitation  has  resulted  either  in  a  curtailment  of  local  revenues 
and  services  or  has  forced  local  government  to  resort  to  expedients 
which  ultimately  increase  the  cost  of  local  government.  In  the  mean- 
time, schools  and  municipalities  have  a  most  confused  and  uncomfort- 
able experience,  and  local  government  is  virtually  wrecked.  This  situ- 
ation arises  from  the  fact  that  the  new  replacement  taxes  usually  fall 
short  of  the  estimates  of  yield  and  the  state  government  appropriates 
to  itself  a  considerable  share  of  the  proceeds  and  only  reluctantly 
returns  a  niggardly  share  of  the  revenue  to  the  local  governments. 

In  Ohio  the  reduction  in  property  taxes  due  to  the  10  mill  limita- 
tion has  been  estimated  at  $40,000,000.  The  sales  tax  was  estimated 
to  yield  $60,000,000.  The  tax  actually  yielded  $47,890,125  for  the 
period  January  27  to  December  31,  1935.  The  state,  however,  appro- 
priated over  $18,276,500  of  sales  tax  revenues  for  old  age  pensions  and 
for  relief  which  left  only  $28,000,000  to  be  apportioned  to  the  schools 
and  municipalities  of  which  the  schools  received  60  per  cent  or 
$16,846,000  and  the  municipalities  40  per  cent  or  $11,230,000.  The 
deficit  of  local  governments  exclusive  of  school  districts  in  1935  was 
about  $6,000,000  as  a  result  of  the  failure  of  the  sales  tax  to  yield  the 
amount  originally  estimated. 

In  Michigan  similar  results  followed  tax  limitation  with  the  result 
that  schools  have  been  forced  to  shorten  the  school  year,  cut  teachers 
salaries,  and  reduce  the  teaching  staff.  In  cities  it  forced  the  closing 
of  fire  stations,  reduction  in  the  number  of  firemen  and  policemen, 
reduction  of  street  cleaning,  sewage  and  garbage  disposal,  closing  of 
parks  and  recreational  facilities. 

West  Virginia  virtually  throttled  her  cities  by  adopting  a  limi- 
tation law  so  tight  it  left  nothing  for  operation  after  debt  service  and 
other  purposes.  Many  cities  in  the  state  closed  the  city  halls,  dis- 
charged employees  and  abandoned  many  governmental  services. 

5.  John  F.  Sly,  "By  Products  of  Tax  Umitation  in  West  Vlrgrinla,"  National 
Municipal  Review,  November,  1935,  p.  614. 
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Morgantown,  the  homo  of  the  State  university,  vacated  all  offices  and 
positions  and  discontinued  sti-eet  ligliting  and  tire  protection.  Wheel- 
ing discharged  all  employees  and  abandoned  all  attempts  to  render 
governmental  services.  In  some  cities  prisoners  were  released  from 
city  jails.  It  took  three  sessions  of  the  legislature  to  untangle  the 
involved  situation  and  in  the  meantime  the  greatest  confusion  prevailed. 

In  Ohio  during  the  time  the  Smith  1  per  cent  law  was  in  operation 
a  debt  burden  of  approximately  $100,000,000  was  shifted  to  the  backs 
of  taxpayers. 

"Under  the  pressure  of  inadequate  revenues,  local  governments  went 
heavily  into  debt  for  the  financing  of  current  operation.  By  1921  Ohio  local 
government  had  some  $39,000,000  of  deficiency  bonds  outstanding  in  the  total 
debt  of  $608,000,000.  One-fifth  of  the  indebtedness  of  the  City  of  Cleveland 
exclusive  of  utility  and  special  assessment  debt,  consisted  of  deficiency  bonds, 
and  in  some  smaller  cities  such  bonds  ran  as  high  as  30  or  even  40  per  cent 
of  the  total.  Including  street  repair  bonds  and  the  like  Ohio  local  govern- 
ment probably  issued  more  than  $50,000,000  of  bonds  for  financing  current 
expenses  before  the  Smith  law  limitations  were  finally  relaxed."o  From  1912 
to  1922  taxes  of  counties  and  municipalities  in  Ohio  rose  from  $1,158,000,000 
to  $2,277,000,000  while  indebtedness  increased  from  $3,256,000,000  to 
$5,964,000,000. 

"Taking  the  cities  as  a  whole,  deficiency  bonds  made  up  more  than  14 
per  cent  of  the  municipal  debt,  exclusive  of  special  assessment  and  public 
utility  bonds.  In  Cleveland  they  formed  19  per  cent  of  the  debt,  in  Dayton 
24  per  cent  and  in  a  few'  smaller  cities  the  ratio  ran  as  high  as  40  per 
cent.  .  .  .  Moreover  account  must  also  be  taken  of  the  fact  that  the  shortage 
of  revenue  compelled  the  complete  abandonment  of  the  pay-as-you-go  policy 
in  financing  improvement.  .  .  .  Fully  half  of  the  annual  tax  revenue  of  a 
large  percentage  of  Ohio  cities  is  now  required  for  debt  purposes.''^ 

Local  governments  suffer  most  under  tax  limit  due  to  inadequate 
revenues,  resulting  from  restricted  levies  on  property,  and  insufficient 
yield  of  replacement  taxes,  and  restricted  credit.  They  must  resort  to 
the  accumulation  of  floating  debts  for  current  operation,  and  the  use  of 
special  assessments  for  financing  current  services,  inadequate  pro- 
vision is  made  for  sinking  funds  and  debt  retirement  and  existing 
sinking  funds  are  used  for  current  operation  all  of  which  greatly 
increases  the  cost  of  local  government. 
Local  Government  Credit  Imperiled. 

One  of  the  most  serious  consequences  of  tax  rate  limits  is  their 
detrimental  effect  on  municipal  credit. 

"Ability  to  borrow  and  the  rate  at  which  loans  can  be  secured  are 
contingent  upon  the  risk  involved  to  the  lender,  and  such  risk  is  mani- 
festly increased  when  arbitrary  limits  are  placed  upon  a  municipality's 
ability  to  tap  its  resources  for  repayment. '     Inclusive  limits  of  1  or 

6.  R.  C.  Atkinson,  "Stringent  Tax  Limitation  and  Its  Effects  in  Ohio,"  Property 
Tax  Limitation  Laws,  Public  Administration  Service,  No.  36,  p.  69. 

7.  Atkinson,  "Tax  and  Debt  Limit  I^aws",  Proc.  Seventeenth  National  Con- 
ference of  the  National  Tax  Association,  1924,  p.  158. 

8.  F.  L.  Bird,  "Effects  of  Tax  Rate  Limits  on  Municipal  Credit".  National 
Municipal  Review,  November,  1935,  p.  607. 
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1%  per  cent  on  all  general  property  taxes  within  a  state  constitute  a 
real  menace  to  municipal  credit. 

The  attitude  of  the  Investment  Bankers  Association  toward  tax 
limitation  was  expressed  in  a  report  by  its  municipal  securities  com- 
mittee in  1932.    The  Committee  said: 

"Granting  that  taxes  on  real  estate  have  in  many  localities  been  unduly 
burdensome  and  may  be  properly  subjected  to  limitation  for  operating  ex- 
pense, investors  in  municipal  bonds  have  long  recognized  the  dangers  of  such 
limitations  affecting  the  levy  for  bonds  and  interest.  Limitations  on  the 
amount  of  debts  to  be  incurred  are  highly  desirable,  but  when  bonds  have 
been  issued  there  should  be  no  limitation  in  the  power  to  levy  taxes  to  pay 
the  same.  Those  states  which  are  considering  limitations  should  realize  that 
unless  the  levies  for  debts  to  be  incurred  in  the  future  are  not  exempted  the 
municipalities  will  be  obligated  to  pay  a  higher  interest  cost  for  future 
obligation  and  in  many  cases  will  be  unable  to  borrow  at  all.  To  jeopardize 
the  ability  of  localities  to  borrow  for  such  purposes  as  emergency  relief,  the 
report  held,  was  'most  dangerous'.  The  principle  that  tax  limitation  laws 
should  not  impair  the  ability  of  local  government  to  pay  debts  has  been 
recognized  by  the  federal  government.  In  accepting  loans  from  the  Public 
Works  Administration  municipalities  are  required  to  agree  to  repay  such  loans 
from  unlimited  ad  valorem  taxes.  Loans  made  by  the  P.  W.  A.  to  Cleveland, 
Ohio,  were  withdrawn  because  of  a  constitutional  tax  limitation  which  did 
not  except  debt  payments  from  its  provisions."* 

A  bond  firm  in  Ohio  analyzed  the  effect  of  limitation  on  future 
municipal  bonds  as  follows : 

"Because  the  10-mill  limitation  will  affect  new  issues  of  bonds  in  the 
future  we  believe  this  particular  type  of  bond  will  be  unpopular  and  practically 
unsalable,  which  would  force  municipalities  to  obtain  a  vote  of  the  people  in 
all  new  issues  of  bonds,  thereby  making  them  unlimited  tax  bonds.  Inasmuch 
as  our  present  law  calls  for  65  per  cent  favorable  vote  in  order  to  obtain 
approval  to  issue  bonds  the  result  should  be  that  new  issues  should  be  very 
small  in  number  with  the  consequent  reduction  in  debt  at  a  rapid  pace."io 

The  net  result  of  tax  limitations  will  be  to  either  prevent  borrowing  at 
all  or  will  cause  added  expenditure  in  the  form  of  increased  interest 
rates. 

Tax  Limitation  leads  to  unwise  state  centralization. 

"Tax  limitation  invalidates  at  a  single  gesture  the  concessions  which 
have  established  the  right  for  municipalities  to  govern  themselves  according 
to  their  special  needs  and  conditions.  With  their  tax  levies  fixed  by  the  law 
of  the  state,  local  units  find  themselves  in  financial  straight  jackets  and  are 
helpless  to  move  except  in  the  direction  of  greater  reliance  upon  state  and 
with  its  corollary  of  state  regulations.  Any  businesslike  management  of  local 
government  can  not  be  maintained  by  depending  on  the  benevolence  and 
magnanimity  of  state  government.  If  we  are  to  retain  democracy  and  repre- 
sentative government  citizens  must  be  in  a  position  to  solve  their  own  local 
problems."!! 

9.  Editorial  Research  Reports  "Reduction  in  Tax  Burdens  on  Real  Estate", 
Vol.  II,  1935.    Number  23,  p.  488. 

10.  National  Real  Estate  Boards,  "Overall  Limitation  on  Real  Estate  Taxation", 
p.  31. 

11.  Minnesota  Institute  of  Governmental  Research,  Research  Bulletin  No.  1, 
December,  1934,  p.  15. 


TAX  LIMIT  Ana's  IN  COLORADO 


17 


Scientific  budget  making  as  an  effective  method  of  controlling 
expenditures  is  replaced  by  rigid  tax  restrictions.  The  energy  and 
ingenuity  of  local  officials  is  shifted  away  from  efficient  budget  planning 
and  is  directed  toward  securing  an  increase  in  the  allotted  share  of 
state  collected  revenues,  in  increasing  the  allotted  levies,  or  in  devising 
ways  and  means  of  avoiding  the  prescribed  limitations.  An  increase 
in  the  support  of  local  governments  from  the  state  tends  to  decrease 
the  incentives  for  economy  in  local  expenditures.  If  state  control  and 
state  supervision  are  increased  to  a  point  where  it  will  be  effective  in 
controlling  local  expenditures,  only  nominal  local  self  government  will 
remain.  Where  the  expansion  of  state  aid  to  local  schools  has  resulted 
in  making  it  unnecessary  for  certain  wealthy  districts  which  are  fully 
able  to  support  an  educational  program,  to  continue  to  depend  on  local 
resources,  the  result  is  undesirable  as  it  tends  to  weaken  local  respon- 
sibilities. Where  tax  limitation  has  resulted  in  the  abandonment  of 
the  state  levy  on  property  it  has  tended  to  undermine  the  position  of 
the  state  tax  commission  in  the  administration  of  the  general  property 
tax  and  the  inevitable  result  will  be  gross  inequality  in  the  assessment 
of  property  thruout  the  state. 

Rigid  Statewide  Tax  Limits  Unwise. 

The  fundamental  objection  to  a  rigid  statewide  tax  limit  is  that 
it  is  absolutely  impossible  to  fix  a  limit  which  allows  sufficient  leeway 
to  take  account  of  the  variations  in  wealth  and  needs  of  different  com- 
munities. Large  variations  in  tax  rates  are  due  not  to  inefficient  local 
administration  but  to  fundamental  differences  in  taxable  wealth  and 
assessed  valuations.  If  the  tax  limit  is  fixed  too  low  it  will  result  in 
checking  useful  development  and  necessary  activities.  If  fixed  too  high 
it  will  encourage  waste  and  extravagance.  Even  such  fundamental 
considerations  as  the  difference  between  urban  and  rural  districts  are 
ignored  in  some  tax  limit  laws.  The  needs  and  requirements  of  coun- 
ties, cities,  and  school  districts  vary  greatly.  The  physical  location, 
character  of  the  population  and  rate  of  population  growth  all  affect  the 
costs  of  government  and  the  demands  of  local  citizens.  Certain  cities 
may  want  to  undertake  commendable  enterprises  necessitating  heavy 
expenditures  while  others  may  not.  Certain  cities  may  have  to  go  long 
distances  to  obtain  an  adequate  water  supply  at  enormous  cost  while 
others  more  favorably  situated  do  not  need  to  incur  such  heavy  costs. 
For  these  reasons  most  students  of  taxation  are  agreed  that  arbitrary 
tax  limitation  should  not  be  placed  in  the  state  Constitution.  A  high 
degree  of  elasticity  and  flexibility  is  required  to  successfully  adjust 
any  tax  limitation  plan  to  the  needs  and  taxable  resources  of  various 
communities  and  such  experimentation  should  be  done  by  statute. 

Arbitrary  tax  limits  have  not  succeeded,  wherever  tried  in  check- 
ing the  normal  increase  in  public  expenditures.   The  popular  demand 


18 


UNIVERSITY  OF  COLORADO 


for  improvement  and  for  governmental  services  has  either  brushed 
them  aside  or  secured  their  amendment.  They  have  been  evaded  by 
one  device  or  another  such  as  by  increasing  valuations,  by  funding 
deficits,  by  increasing  bonded  indebtedness,  by  resorting  to  special 
assessment  for  current  activities,  by  creating  special  taxing  districts 
and  by  voting  extra  levies  outside  the  limit.  These  methods  have 
proven  to  be  uneconomic,  and  expensive  in  the  long  run  but  as  the 
New  York  Committee  of  Taxation  and  Retrenchment  points  out 
"There  is  no  way  in  a  democracy  of  blocking  a  genuine  popular  de- 
mand for  increased  governmental  service  through  an  arbitrary  limi- 
tation upon  the  tax  levy."^- 

Tax  Limitation  benefits  chiefly  large  property  owners  and  absentee 
holders. 

Dr.  Clarence  Heer  studied  the  effect  of  a  one  per  cent  property 
limitation  in  Chicago  to  determine  who  would  be  benefited  thereby. 
His  conclusion  was  as  follows: 

"The  great  mass  of  the  actual  residents  of  the  city,  comprising 
individuals  of  modest  means,  both  renters  and  home-owners,  would  lose 
more  than  they  gained  thru  the  operation  of  the  limitation.  The  chief 
gainers  would  be  corporations,  non-resident  taxpayers,  and  resident 
property  owners  whose  wealth  placed  them  above  the  need  for  municipal 
social  services."" 

This  would  be  the  situation  where  the  property  tax  reduction 
resulted  in  seriously  curtailing  local  services.  "Where  the  loss  in 
property  tax  is  replaced  by  retail  sales  tax  it  is  clear  that  the  real  estate 
tax  is  simply  shifted  to  the  consuming  public,  which  means  that  the 
largest  share  of  the  burden  is  borne  by  the  poor  or  low  income  groups. 
Eighty-three  per  cent  of  all  goods  and  service  sold  in  the  American 
market  are  consumed  by  families  with  incomes  of  $3,000  or  less.  The 
attitude  of  the  real  estate  group  and  others  behind  the  tax  limitation 
movement  is  simply  this:  "We'll  only  pay  so  much;  get  the  rest  of 
your  money  somewhere  else  or  go  without. ' '  In  most  of  the  states  the 
additional  money  needed  has  been  secured  thru  a  retail  sales  tax.  The 
net  result  has  been  a  shifting  of  the  burden  from  real  estate  owners 
to  the  poor  man  and  his  dependents. 

Tax  Limitation  is  almost  universally  opposed  by  students  of  taxation. 

Tax  students  and  economists  are  almost  universally  opposed  to 
tax  limitation.  A  questionnaire  on  tax  problems  sent  by  the  Tax 
Policy  League  to  the  senior  professors  of  public  finance  in  52  of  our 
100  largest  colleges  and  universities  indicated  substantial  agreement 
on  many  current  tax  questions  of  the  day.   The  following  table  sum- 

12.  Report  of  the  Special  Joint  Committee  on  Taxation  and  Retrenchment, 
L.eg.  Doc.  No.  80,  1920,  p.  106. 

13.  Property  Tax  Limitation  Laws,  Public  Administration  Service,  No.  36,  p.  25. 
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marizes  these  opinions  on  certain  aspects  of  property  taxation  and  tax 
limitations  as  of  January  1,  1935." 

Non- 
committal 
or 

modified 


Yes 

No 

answers 

Retention  of  property  tax  as  major  source  o£ 

42 

7 

3 

Should  state  constitutions  contain  tax  limit 

provisions   

3 

45 

4 

Should  state  statutes  contain  tax  limit  pro- 

10 

30 

12 

Should  constitutional  uniformity  clauses  be 

abolished   

41 

4 

7 

Should  state  limit  debt  incurring  powers  of 

local  governments   

42 

2 

8 

The  general  opinions  and  conclusions  of  tax  students  have  been 

clearly  stated  by  Professor  Simon  Leland  of  the  University  of  Chicago 
and  a  member  of  the  Illinois  Tax  Commission. 

"First  that  tax  limitation  laws  have  not  limited  property  taxes; 
secondly,  that  they  have  not  accomplished  the  reformation  of  state- 
local  tax  systems,  at  least  not  yet ;  thirdly,  that  they  have  not  produced 
economy  in  government,  nor  are  they  either  a  logical  or  constructive 
avenue  of  approach  to  that  goal ;  and  lastly,  that  where  tried  this 
scheme  has  so  frequently  curtailed  governmental  service  and  produced 
fiscal  chaos  that  the  plan  has  been  permanently  discredited. 

The  conclusion  is  unescapable  that  the  tax  limitation  plan  is  an 
unintelligent  and  ineffective  method  of  accomplishing  desirable  results. 
It  is  negative  and  selfish  rather  than  constructive  and  in  the  social 
interest.  The  surprising  thing  is  that  the  non-property  owners  have 
stood  by  and  allowed  tax  limitations  advocates  so  easily  to  interfere 
with  public  services  and  public  finances.  What  a  pity  so  much  energy 
could  not  have  been  devoted  to  an  intelligent  effort  to  improve  state 
and  local  fiscal  systems.  "^^ 

14.  Tax  Systems  of  the  World,  Sixth  Edition,  p.  365. 

15.  Report  of  Illinois  Tax  Commission  on  Constitutional  Tax  Rate  Limitations 
for  Illinois.    1934.   p.  151-2. 
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CHAPTER  IV 

EFFECT  OF  TAX  LIMITATION  IN  OTHER  STATES 

It  is  the  purpose  of  this  chapter  to  consider  the  actual  effects  of 
tax  limitation  upon  the  operation  of  state  and  local  governments  in 
the  seven  states  which  have  adopted  the  plan.  It  is  necessary  to  know 
much  more  than  the  phraseology  of  the  amendments,  the  amount  of  the 
limitations  imposed,  the  exemptions  allowed  and  the  machinery  set 
up  for  administering  the  new  system.  In  addition,  one  must  know 
whether  total  expenditures  have  been  reduced  and  to  what  extent  this 
has  resulted  in  curtailing  needed  public  services  or  to  what  extent 
future  improvements  and  new  services  are  estopped.  What  new  sources 
of  revenue  have  been  developed  and  upon  whom  does  the  burden  rest  ? 
Have  decreased  current  expenditures  resulted  in  increased  floating  or 
permanent  indebtedness?  In  order  to  obtain  up-to-date  information 
on  these  points  letters  were  written  to  the  state  tax  commissioners, 
state  auditors,  departments  of  education,  to  obtain  their  comments  and 
suggestions  and  the  latest  available  official  documents.  Letters  were 
also  written  to  recognized  students  of  taxation  in  these  several  states 
to  learn  what  significant  studies  had  been  made  dealing  with  the 
subject  and  also  for  the  purpose  of  obtaining  the  opinion  of  these 
persons  as  to  the  actual  operation  of  the  plan.  A  detailed  account  of 
the  operation  of  the  plan  in  each  state  will  be  presented. 

INDIANA 

The  Indiana  tax  limit  law,  passed  by  the  legislature  in  1932,  and 
amended  in  1933,  provides  that  the  general  property  tax  levies  of  all 
local  governmental  units  shall  not  exceed  one  and  one-half  per  cent 
of  assessed  value  on  property  within  incorporated  municipalities  nor 
one  per  cent  on  property  outside  of  them.  The  state  levy  on  property 
is  limited  to  fifteen  cents  per  $100  of  taxable  property,  which  leaves 
$1.35  for  the  operation  and  debt  charges  of  all  local  taxing  units. 

The  operation  of  the  law  is  vested  in  a  county  board  of  tax  adjust- 
ment and  the  state  board  of  tax  commissioners.  The  county  board  of 
tax  adjustment  is  composed  of  seven  members,  of  which  one  is  a  member 
of  the  county  council  and  six  members  are  appointed  by  the  judge  of 
the  circuit  court  of  each  county.  One  member  shall  be  a  township 
trustee,  one  a  mayor  of  a  city  and  one  a  member  of  a  school  board  and 
three  shall  be  resident  freeholders  of  the  county.  The  county  board  may 
change,  revise  or  reduce  but  may  not  increase  tax  levies,  except  in 
cases  of  emergencies,  in  which  case  it  may  authorize  levies  in  excess 
of  the  maximum  15  mill  limit  fixed  by  law  although  the  total  rate  thus 
fixed  cannot  exceed  the  total  rate  as  first  fixed  by  the  local  authorities. 
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The  Board  may  not  reduce  specific  tax  levies  made  by  local  offices  for 
the  purpose  of  providing  funds  for  the  payment  of  obligations  or  for 
refunding  bonds  issued  to  pay  obligations  incurred  prior  to  August 
8,  1932. 

An  appeal  from  the  rates  as  finally  fixed  by  the  county  Board  of 
Tax  Adjustment  may  be  made  to  the  State  Board  of  Tax  Commissioners 
by  any  ten  taxpayers  owning  property  affected  by  the  rate  of  any 
municipal  corporation  whose  rate  has  been  reduced.  The  State  Board 
of  Tax  Commissioners  has  power  to  affirm,  chalige,  revise,  or  reduce 
any  of  the  levies  but  may  not  increase  the  levy  above  the  total  levy 
first  fixed  by  the  local  officers  or  the  total  rate  as  fixed  by  the  county  tax 
adjustment  board. 

All  of  the  ninety-two  county  tax  adjustment  boards  have  sanctioned 
rates  in  excess  of  the  statutory  limits.  However,  before  the  law  was 
amended  in  1933  to  provide  for  additional  levies  to  take  care  of  debt 
charges,  fifteen  counties  had  defaulted  on  their  bonds.  In  1934  only 
ten  of  the  rural  units  had  levies  within  the  $1.00  per  $100  limit  and  nine- 
tenths  of  all  units  were  levying  taxes  in  excess  of  the  legal  maximum. 
The  lowest  county  seat  rate  was  $1.94  and  the  highest  was  $4.65. 
During  the  year  1935  the  State  Board  of  Tax  Commissioners  con- 
sidered appeals  on  tax  rates  from  96  taxing  units  out  of  the  total  of 
1,591  taxing  units  in  the  state.  Fourteen  of  these  appeals  were  from 
the  county  rates  and  eighty-two  from  townships,  cities  and  towns. 
The  State  Board  made  reduction  after  hearings  amounting  to  $555,720. 
It  is  apparent  that  the  county  boards  of  tax  adjustment,  with  their 
powers  to  grant  excess  levies  in  cases  of  declared  emergency  afford  a 
flexible  feature  to  the  operation  of  the  law  which  enables  it  to  work 
fairly  satisfactory  but  Indiana  cannot  be  said  to  have  a  rigid  tax  limit 
law.  A  new  feature  introduced  in  1935  provides  that  all  requests  for 
emergency  or  additional  appropriations  must  be  referred  to  the  State 
Board  of  Tax  Commissioners  for  their  approval.  During  the  year  1935 
the  board  considered  requests  for  additional  appropriations  totaling 
$8,805,629  and  approved  $8,683,728. 

The  total  taxes  levied  by  the  state  and  all  local  governments 
against  real  and  personal  property  declined  from  $140  million  in  1932 
to  $99  million  in  1934  or  about  29  per  cent.  The  total  valuation  of 
property  for  taxation  in  the  state  declined  from  $5,166  million  in  1929 
to  $3,673  million  in  1934,  a  reduction  of  29  per  cent.  The  percentage 
reduction  in  Indiana  was  about  the  same  as  the  reduction  in  other 
states  which  did  not  have  tax  limitation  laws.  It  is  doubtful  if  the 
one  and  one-half  per  cent  tax  limit  law  had  any  material  affect  on 
governmental  retrenchment  in  Indiana  as  it  seems  perfectly  clear  that 
the  real  cause  of  the  reduction  of  40  million  dollars  in  property  taxes 
has  been  the  reduction  in  valuation  due  to  the  depression. 
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The  reduction  in  the  state  levy  on  property  from  .29  mills  in  1929 
to  .15  mills  in  1932  reduced  the  state  revenues  obtained  from  property 
taxes  from  fifteen  million  dollars  to  six  million  three  hundred  thousand 
dollars,  and  necessitated  the  development  of  new  sources  of  tax  revenue 
for  state  purposes.  These  new  tax  revenues  were  shared  with  the  local 
governments.  Three  new  laws  were  enacted  to  provide  revenue  for  the 
operation  of  public  schools  from  sources  other  than  a  real  estate  tax. 

The  state  government  apportions  from  the  general  fund  to  school 
districts  not  to  exceed  $600  per  teaching  unit.  A  teaching  unit  in 
grades  1  to  8  consists  of  35  pupils  in  average  daily  attendance  and  in 
grades  9  to  12,  25  pupils  in  average  daily  attendance.  The  amount 
distributed  in  1934  was  $8,095,217.  The  principal  source  of  this  money 
was  the  gross  income  tax  which  yielded  $10,387,131  in  1934. 

The  second  new  source  of  state  school  support  was  the  excise  fund 
a  portion  of  which  is  apportioned  semi-annually  on  the  basis  of  the 
average  daily  attendance  of  all  pupils  attending  school  in  grades  1  to 
12  whose  legal  residence  is  in  the  corporation.  The  amount  apportioned 
in  1934  was  $1,762,588. 

The  third  source  of  new  school  revenue  was  the  tax  on  intangibles. 
A  five  cent  stamp  tax  on  each  $20  or  fractional  part  is  required  for  each 
intangible  such  as  notes,  stocks,  bonds,  or  mortgages.  Ten  per  cent  goes 
to  the  state  general  fund  and  the  balance  is  apportioned  to  counties. 
The  county  retains  one-fourth  of  the  amount  received  and  apportions 
the  balance  to  schools  on  the  basis  of  assessed  valuation.  In  1934, 
$750,530  was  so  apportioned  to  schools. 

In  addition,  the  schools  received  $3,956,316  from  the  State  under 
previous  acts,  making  a  total  of  $14,564,655  received  from  the  state 
for  the  support  of  schools  during  the  year  1933-1934,  or  about  one-third 
of  the  total  current  operating  cost.  This  additional  support  en- 
abled all  schools  to  keep  open  a  minimum  term  of  eight  months,  to 
pay  all  teachers  in  full,  and  to  close  the  year  with  a  balance  of 
$20,226,849  or  an  increase  over  the  opening  balance  of  $1,878,171. 

The  comparative  costs  of  the  schools  of  Indiana  were  as  follows : 

Debt  Outstanding 

Current            Service  Total  Bonded  Debt 

Operation         and  Capi-  Expend!-  and  Tem- 

Cost             tal  Outlay  tures  porary  Loan 

1930-1931                 $57,667,426         $14,719,771  $72,387,197  $63,945,000 

1933-1934                   42,194,708            9,913,880  52,108,588  51,147,492 

Reduction  in 

three  years            15,472,718  4,805,891  20,278,609  12,797,508 

Per  cent  reduction        27.2%  32.6%  28.1%  20.0% 

The  state  shares  vsdth  counties,  towns,  and  cities  the  proceeds  of 
the  gasoline  tax,  excise  tax,  the  intangible  tax,  and  the  building  and 
loan  taxes.  In  1935  the  counties  received  $8,182,510  and  the  cities  and 
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towns  $2,040,000  from  the  gasoline  tax.  The  excise  tax  on  beer  and 
spirituous  liquors  went  to  the  counties,  cities,  and  towns  and  school 
districts  of  which  the  counties  and  cities  received  $1,002,729  and  the 
schools  $1,762,588.  Twenty-two  per  cent  of  the  intangible  tax  goes 
to  the  counties,  ten  per  cent  to  the  state  and  the  balance  to  the  schools. 
A  small  portion  of  building  and  loan  taxes  are  apportioned  to  counties 
and  cities. 

All  units  of  government  reduced  the  amount  of  bonded  indebted- 
ness, between  1931  and  1934.  Total  indebtedness  amounted  to 
$199,034,000  in  1931  and  this  had  been  reduced  to  $167,074,746  in 
1934.  The  amount  of  the  bonded  indebtedness  and  temporary  loans 
of  schools  was  reduced  from  $63,945,000  in  1931  to  $51,147,492  in  1934. 
The  amount  of  delinquent  taxes  and  penalties  has  been  increasing  in 
recent  years.   It  was  $24,958,000  in  1934  and  $28,401,657  in  1935. 

Total  disbursements  of  all  units  of  government  in  Indiana  were 
only  7.8  per  cent  less  in  1934  than  in  1929.  Total  disbursements  were 
approximately  $253  million  in  1929  and  $233  million  in  1934.  The 
high  point  was  reached  in  1930  when  they  amounted  to  $259  million 
and  the  low  point  was  reached  in  1933  when  $210  million  was  dis- 
bursed. In  1932,  the  last  year  of  the  old  system,  they  amounted  to 
$249  million.  The  disbursements  by  units  of  government  for  selected 
years  was  as  follows : 

Total  Disbursements  for  All  Units  of  Goveknment, 
State  of  Indiana,  in  Millions 


1929  1932  1933  1934 

State                                             $  59.1  $  62.6  $  41.8  $  80.6 

Counties                                           41.6  42.1  43.0  42.0 

Civil  Township                                  25.6  21.9  19.9  15.0 

Civil  Cities                                        45.7  52.9  46.4  39.0 

Civil  Town                                           4.4  4.3  3.7  3.6 

School  Township                               32.4  28.3  24.1  22.7 

School  Cities                                     41.4  34.6  29.0  27.5 

School  Towns                                     2.7  2.7  2.1  2.0 


252.9  249.4  210.0  233.2 

MICHIGAN 

In  Michigan  the  tax  limitation  movement  was  largely  sponsored 
and  promoted  by  farmers  and  farm  organizations  as  a  means  of  securing 
a  more  equitable  distribution  of  the  tax  burden.  On  three  previous 
occasions  attempts  had  been  made  by  farm  organizations  to  amend  the 
Constitution  to  permit  an  income  tax  without  success  due  to  the  oppo- 
sition of  urban  voters  who  looked  upon  such  moves  as  attempts  to  shift 
a  portion  of  the  tax  burden  to  their  shoulders.  Finally  it  was  decided 
to  capitalize  on  the  popular  sentiment  for  tax  reduction  and  urge  tax 
limitation  as  a  method  of  widening  the  tax  base.  The  Michigan  Farmer 
took  credit  for  drafting  the  limitation  amendment  and  promoting  its 
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passage.  The  State  Grange  actively  supported  the  movement  altho 
the  Farm  Bureau  remained  neutral.  Altho  the  State  Association  of 
Real  Estate  Boards  took  no  official  action  on  the  matter,  most  local 
boards  actively  supported  the  measure  which  was  submitted  by  initiated 
petition.  The  tax  limitation  amendment  was  opposed  by  the  state  tax 
commission,  municipal  officials,  educators  and  teachers,  parent-teacher 
organizations,  women's  clubs  and  the  press  of  the  state.  The  15  mill 
limitation  won  approval  by  a  narrow  margin  671,124  for  and  641,962 
opposed.  Eighteen  of  the  83  counties  voted  against  the  limitation  and 
two-thirds  of  the  cities  were  opposed  to  it.  In  the  counties  of  Wayne 
and  Kent  (in  which  Detroit  and  Grand  Rapids  are  located)  large 
majorities  were  polled  against  the  amendment.  Essentially  the  move- 
ment was  rural  in  character  but  it  received  concentrated  support  from 
certain  areas  of  real  estate  exploitation  in  some  of  the  larger  cities. 

The  amendment  provides  for  an  overall  limitation  of  15  mills  for 
each  hundred  dollars  of  assessed  valuation  with  three  exceptions :  first, 
levies  to  retire  obligations  contracted  prior  to  December  8,  1932 ; 
second,  levies  for  municipalities  operating  under  special  home  rule 
charters,  and  third,  the  maximum  levy  might  be  exceeded  by  two-thirds 
vote  of  the  electors  for  a  period  of  five  years. 

Effect  on.  Municipalities. 

Since  all  municipalities  in  the  state  had  tax  limits  in  their  charters 
a  court  decision  early  established  the  fact  that  municipalities  were 
excluded  from  the  operation  of  the  limitation.  The  municipalities  were 
affected  by  the  amendment  only  in  case  they  voted  to  adopt  the  limi- 
tation by  charter  amendment.  Of  the  seventeen  cities  which  have 
voted  on  the  proposal,  eleven  cities  have  decided  to  operate  under  the 
limitation  and  six  have  voted  to  keep  free  from  such  encumbrances. 
It  is  significant  to  note  that  the  eight  cities  voting  in  1934  cast  on  an 
average  of  67  per  cent  votes  "for"  the  amendment  and  33  per  cent 
"against"  whereas  the  five  cities  voting  in  1935  cast  an  average  of  47 
per  cent  "for"  and  53  per  cent  "against"  and  the  four  cities  voting 
in  1936  have  all  turned  down  the  proposal  by  large  majorities.  An 
analysis  of  the  votes  east  for  and  against  the  amendment  in  the  various 
cities  indicates  that  the  popularity  of  the  limitation  is  declining  and 
affords  tangible  proof  that  the  educational  campaign  waged  by  the 
citizens  in  these  cities  has  been  effective  in  convincing  the  electorate  of 
the  undesirability  of  adoption  of  the  limitation.  The  limitation  has 
worked  a  severe  hardship  on  the  governments  and  school  systems  in 
the  cities  in  which  it  has  been  adopted.  When  the  tax  rate  for  city 
government  purposes  is  included  within  the  15  mill  limitation,  the 
school  levy  is  very  greatly  reduced,  and  may  be  reduced  to  the  minimum 
of  four  mills  allowed  by  statute.  The  effect  of  such  a  reduction  is,  of 
course,  disastrous  upon  the  operation  of  schools  and  the  state  super- 
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intendent  of  Public  Instruction  reports  that  "should  the  schools  re- 
ceive the  $25,000,000  now  asked  of  the  legislature,  the  school  districts 
located  in  cities  that  have  voted  to  place  city  tax  collections  within  the 
15  mill  limitation  will  still  have  insufficient  funds  for  a  minimum 
progi'am  of  nine  months." 

Effect  upon  State  Finance. 

During  the  six  year  period  1929  to  1934  the  total  assessed  valua- 
tion for  the  state  as  a  whole  declined  from  $8.5  billion  to  $5.5  billion, 
a  decrease  of  35  per  cent.  The  state  levy  on  property  in  1929  was 
3.4  mills  and  produced  $29.5  million;  in  1932,  the  state  levy  pro- 
duced $23.5  million.  The  first  measure  to  be  considered  following 
the  adoption  of  the  15  mill  limitation  was  the  reduction  or  aban- 
donment of  the  state  levy  on  property.  In  1933  the  legislature 
reduced  the  state  levy  to  six-tenths  of  a  mill  which  produced  $3.5 
million  dollars  and  which  was  allocated  to  the  two  educational  in- 
stitutions, the  State  University  and  State  College.  In  1935  the  state 
levy  on  property  was  abolished  entirely.  In  order  to  replace  the 
loss  in  revenue,  a  retail  sales  tax  was  adopted  in  June,  1933.  Sales 
tax  revenue  was  appropriated  as  follows:  state  emergency  welfare 
relief  fund,  12  million ;  general  fund  of  state,  19  million ;  University 
of  Michigan,  $500,000;  Michigan  State  College,  $200,000;  and  the 
balance  for  school  aid.  The  sales  tax  revenue  the  first  year  was 
$34,871,949  of  which  $31,700,000  was  appropriated.  For  the  year 
ending  June  30,  1935,  the  sales  tax  produced  $38,660,680.  The  new 
revenues  derived  from  the  sales  tax  replaced  the  loss  in  general  prop- 
erty taxes  levied  for  state  purposes. 

Method  of  Allocating  the  15  mill  Tax. 

The  machinery  set  up  for  the  allocation  of  the  millage  to  the 
various  local  units  of  government  was  a  county  tax  allocation  board 
composed  of  five  members.  Minimum  rates  were  specified  guaranteeing 
the  counties  three  mills,  townships  one  mill,  and  school  districts  four 
mills  and  the  balance  of  the  millage  was  divided  by  the  county  board. 
Any  local  unit  that  is  dissatisfied  with  the  final  allocation  of  rates  may 
appeal  to  the  state  tax  commission  for  review  and  readjustment. 

Effect  upon  Schools. 

The  schools  are  financed  by  the  local  school  district  levy  on  prop- 
erty and  state  aid  distributed  thru  the  Primary  School  Interest  Fund 
on  the  basis  of  school  census.  The  local  school  district  levies  have  been 
reduced  from  four  to  eleven  mills.  Before  the  limitation  was  adopted 
the  average  school  tax  exceeded  15  mills  in  eleven  counties  and  in  one 
county  it  was  in  excess  of  24  mills. 

The  Primary  School  Interest  fund  consists  of  a  tax  on  the  property 
of  public  utilities  such  as  railroads,  telephones  and  telegraph,  etc., 


26 


UNIVERSITY  OF  COLORADO 


wliieh  are  centrally  assessed  by  the  State  Tax  Commission  and  taxed  at 
the  average  general  property  tax  rate  for  the  state,  together  with  the 
proceeds  of  the  inheritance  tax,  tax  on  foreign  insurance  companies, 
corporate  organization  fee  and  a  few  other  minor  sources.  In  1931  the 
public  utilities  were  assessed  408  million  dollars  and  taxed  at  $13.2 
million.  In  1934  public  utilities  were  assessed  at  $338  million  and 
taxed  in  the  amount  of  $9.2  million.  The  savings  enjoyed  by  the  large 
utilities  thru  the  imposition  of  the  15  mill  tax  limitation  amendment 
amounted  to  approximately  $4.0  million  of  which  $2.0  million  was  due 
to  the  decrease  in  millage  tax  rates  resulting  from  the  reduction  in  aver- 
age state  millage  rate  from  32.0  mills  to  27.0  mills  and  about  $2.0  million 
was  due  to  the  decrease  in  assessed  valuation.  The  tendency  for  the 
average  state  tax  rate  to  approach  15  mills  as  existing  outstanding 
bonds  are  retired,  will  result  in  a  further  reduction  or  saving  in  the 
taxes  imposed  on  public  utilities.  Total  revenue  of  the  Primary  School 
Interest  Fund  decreased  from  $24  million  in  1931-32  to  $14  million 
in  1935. 

In  1933  the  legislature  appropriated  new  state  aid  revenue  to 
school  districts  not  to  exceed  $15  million  annually.  Such  funds  were 
obtained  from  the  retail  sales  tax  in  excess  of  specific  allotments  totaling 
$31,700,000  and  from  the  excise  taxes  on  liquor  in  excess  of  allocations 
totaling  $1,102,000.  In  1933-34  the  schools  received  only  half  of  their 
allocations.  In  1935  the  legislature  appropriated  from  the  general 
fund  as  state  aid  the  sura  of  36  million  dollars  for  1935-36,  $37.4  million 
in  1936-37,  and  $38  million  thereafter  less  the  amount  of  the  primary 
school  interest  fund  which  amounted  to  approximately  $14  million. 
The  amount  of  state  aid  for  schools  has  been  increased  from  $24  million 
in  1931  to  $36  million  in  1935-36  resulting  in  an  increase  in  the  pro- 
portion of  public  school  revenue  furnished  by  the  state  from  31  per 
cent  to  53  per  cent.  Total  school  revenues  declined  from  $107  million 
in  1931  to  $74  million  in  1934.  The  new  legislation  provides  an  equali- 
zation feature  that  guarantees  a  minimum  program  to  all  districts 
which  equals  $40  for  each  elementary  child  and  $65  for  each  high 
school  child  in  average  attendance.  The  schools  have  been  more  seri- 
ously affected  by  the  tax  limitation  amendment  than  any  other  unit 
of  government.  School  terms  have  had  to  be  shortened  and  teachers' 
salaries  have  been  reduced.  Rural  teachers'  salaries  have  been  reduced 
to  as  low  as  thirty  dollars  a  month.  School  financing  has  been  shifted 
largely  to  the  state  with  the  result  that  it  is  now  necessary  to  provide 
state  funds  for  school  districts  which  would  previously  have  been  able 
to  support  an  educational  program  locally. 

Conclusion. 

Tax  limitation  has  forced  the  abandonment  of  the  state  levy  on 
property  an  undesirable  step  in  that  it  tends  to  undermine  the  position 
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of  the  state  tax  commission  in  tlie  administration  of  the  general  prop- 
erty tax.  The  tax  base  has  been  broadened  only  by  the  imposition  of  a 
retail  sales  tax,  liquor  tax  and  a  tax  on  chain  stores.  It  has  not  forced 
the  adoption  of  a  personal  income  tax  but  has  erected  another  barrier 
to  income  taxation.  If  an  income  tax  is  held  to  be  a  tax  on  property  it 
would  appear  that  an  income  tax  could  not  be  levied  in  excess  of  V/2 
per  cent  or  15  mills.  Obviously  these  slight  changes  in  taxation  do 
not  constitute  tax  reform.  It  precludes  the  possibility  of  borrowing 
to  meet  emergency  needs  or  to  take  advantage  of  government  loans 
for  permanent  construction.  Since  new  debt  must  come  within  the 
15  mills  and  this  rate  does  not  provide  sufficient  revenue  for  operation, 
all  short  term  credit  is  at  an  end.  Long  term  borrowing  is  practically 
impossible  since  the  vote  on  an  increased  levy  is  only  effective  for  five 
years  and  it  requires  a  two-thirds  majority  vote.  A  pay-as-you-go  plan 
program  for  capital  improvements  is  equally  impossible.  Budget 
making  becomes  a  difficult  procedure  since  governmental  units  cannot 
learn  their  allocation  of  millage  until  budgets  are  submitted  to  the  tax 
allocation  board.  It  has  forced  schools  into  the  position  of  demanding 
a  greater  share  of  state  collected  funds  as  the  only  way  to  increase 
services  or  of  avoiding  closing  their  doors.  The  Tax  Policy  League 
classes  Michigan  as  one  of  the  most  backward  states  in  tax  legislation 
and  cites  it  as  "  a  sorry  example  of  what  happens  when  statutory  and 
constitutional  tax  levies  are  dictated  by  minority  groups  in  direct 
contravention  of  the  interests  of  the  many."^ 

The  specific  indictments  brought  against  the  state  are,  no  income 
taxes,  heavy  sales  taxes,  tax  limits  in  the  constitution,  heavy  debt 
burdens,  and  inefficient  and  extravagant  local  government  structure. 

NEW  MEXICO 

The  original  constitution  of  New  Mexico  limited  the  state  levy  to 
four  mills  except  for  the  support  of  educational,  penal  and  charitable 
institutions  of  the  state  in  which  case  the  state  levy  might  not  exceed 
ten  mills,  exclusive  of  necessary  levies  for  the  state  debt.  In  September 
1933  this  section  was  amended  to  provide  for  a  blanket  limit  of  twenty 
mills  on  all  real  and  personal  tangible  property.  Necessary  levies  for 
public  debt  are  excluded  from  the  limitation  and  additional  levies 
outside  the  limitation  may  be  made  when  authorized  by  a  majority  of 
the  electors  of  any  taxing  district. 

The  allocation  of  levy  among  the  various  taxing  units  is  made  by 
the  state  tax  commission,  which  for  nine  years  has  possessed  the  power 
of  examining  local  budgets  and  of  revising  and  changing  them.  For 
the  year  1934-35  the  Tax  Commission  established  the  following  rates : 
state,  five  mills ;  counties,  exclusive  of  school  rates,  five  mills ;  schools, 
six  mills  and  municipalities,  four  mills. 


1.    Tax  Policy  Lieague,  November,  1935,  p.  1. 
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The  enactment  of  this  limitation  has  resulted  in  a  reduction  in 
general  property  levies  from  $33.38  per  thousand  valuation  in  1933 
before  the  limitation  became  effective  to  $24.30  per  thousand  in  1934 
or  a  decrease  of  27  per  cent.  Total  property  taxes  levied  for  the  state 
and  all  local  units  vi'ere  reduced  from  9.5  million  dollars  in  1933  to 
$7.1  million  in  1934.^ 

The  property  tax  levies  were  distributed  as  follows: 


1933 

1934 

State   

  6.0  mills 

6.0  mills 

County   

20.4 

11.1 

Schools   

2.7 

2.9 

Municipalities   

4.3 

4.3 

33.4 

24.3 

Practically  all  of  the  reduction  in  levies  was  effected  in  the  county 
levy  which  was  reduced  from  20.4  mills  to  11.1  mills. 

The  reduced  property  tax  revenue  was  replaced  by  the  proceeds 
of  a  sales  tax,  a  liquor  stamp  tax  and  the  income  tax.  The  available 
revenue  for  the  operation  of  state  and  local  governments  has  not  been 
materially  reduced.  The  total  amount  of  funds  budgeted  for  the  actual 
operation  of  all  state  and  local  governments  was  $12  million  in  1933 
and  $12  million  in  1934.  The  amount  derived  from  general  property 
tax  decreased  from  $8.8  million  in  1933  to  $6.5  million  in  1934,  the 
revenue  from  other  tax  sources  increased  from  $3.3  in  1933  to  $6.1 
in  1934.  The  principal  source  of  new  revenue  was  the  sales  tax  which 
produced  $2.5  million  and  which  was  apportioned  to  schools. 

The  budgeted  funds  were  distributed  as  follows: 

State  County        Schools         Cities  Total 

1933   $2,280,088      $2,269,987     $6,349,089      $1,310,199  $12,209,363 

1934    2,190,515       2.352,134       6,747,200       1,386,386  12,676,434 

All  local  units  of  government  received  slightly  more  funds  in  1934 
than  in  1933. 

The  bonded  debt  of  the  state  and  local  units  amounted  to 
$26,882,306  on  June  30,  1934  and  was  distributed  as  follows :  State, 
$10,979,183;  Counties,  $3,336,771;  Schools,  $5,878,950;  and  Munici- 
palities, $6,687,400. 

In  view  of  the  fact  that  the  twenty  mill  limitation  in  New  Mexico 
applies  only  to  current  operation  and  maintenance  and  all  necessary 
levies  for  the  payment  of  public  debt  are  excluded  from  the  limitation 
and  the  further  fact  that  additional  levies  may  be  made  outside  the 
limitation  by  majority  vote  of  the  electors,  the  limitation  has  appar- 
ently not  resulted  in  any  serious  impairment  of  governmental  services. 
The  principal  new  source  of  revenue  imposed  to  replace  the  loss  in 


1.    state  Tax  Commission,  Tenth  Annual  Report,  p.  19. 
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property  tax  has  been  the  sales  tax.  The  distribution  of  total  tax 
levied  on  property  is  shown  as  follows  : 


Assessed 

Total 

State 

County 

School 

Municipal 

Valuation 

Taxes 

Taxes 

Taxes 

District 

Taxes 

in 

Levied  In 

in 

in 

Taxes  in 

in 

Year 

Thousands 

Thousands 

Thousands 

Thousands 

Thousands 

1  IlOUoeluUa 

1929 

$309.9 

$11,439 

$2,320 

$6,799 

$1,402 

$  818 

1930 

332.3 

11,536 

1,893 

7,177 

1,505 

961 

1931 

331.8 

12,197 

1,868 

7,898 

1,381 

1,050 

1932 

315.1 

10,818 

1,713 

7,036 

1,155 

914 

1933 

285.6 

9.945 

1,678 

6,337 

1,136 

794 

1934 

291.9 

7,761 

1,689 

4,007 

1,220 

845 

1935 

292.2 

6,637 

1,628 

2,934 

1,319 

755 

OHIO 

Ohio  affords  the  outstanding  example  of  the  results  of  the  adoption 
of  a  drastic  tax  limitation  law.  The  "Smith  One  Per  Cent  Law" 
passed  in  1911  fixed  an  aggregate  limit  of  one  and  a  half  per  cent  for 
ail  purposes.  Operating  levies  and  certain  debt  levies  were  subject 
to  the  ten  mill  limitation  but  additional  levies  could  be  imposed  by 
popular  vote  up  to  a  total  of  fifteen  mills.  A  county  budget  com- 
mission consisting  of  three  elective  county  officials  was  created  to 
apportion  the  available  millage  among  the  taxing  districts. 

This  limitation  was  imposed  to  limit  tax  levies  at  the  time  when 
the  state  was  shifting  the  basis  of  assessment  from  thirty  per  cent  to 
one  hundred  per  cent  of  full  value.  It  was  claimed  that  it  would 
result  in  the  more  complete  assessment  of  intangible  wealth  and  thus 
shift  a  part  of  the  burden  from  real  estate  to  owners  of  intangible 
wealth  and  that  it  would  secure  the  assessment  of  real  estate  at  true 
value.  Neither  of  these  purposes  were  achieved.  After  the  readjust- 
ment, intangibles  paid  a  smaller  portion  of  the  total  tax  than  pre- 
viously and  most  of  the  counties  were  not  reappraised  between  1911 
and  1926. 

The  effect  of  the  law  upon  local  finances  was  disastrous.  Cities 
were  forced  to  operate  by  issuing  deficiency  bonds,  by  funding  deficits, 
by  resorting  to  special  assessments  for  current  activities  and  by  voting 
levies  outside  the  limit.  The  pay-as-you-go  method  of  financing  had 
to  be  abandoned.  All  types  of  public  construction,  and  even  ordinary 
street  and  bridge  repairs,  which  were  fonnerly  financed  by  taxation 
were  forced  to  be  financed  by  bond  issues.  Cincinnati  ended  every 
year  from  1915  to  1921  with  a  heavy  deficit ;  with  the  exception  of  one 
of  these  years  Cleveland  and  Columbus  did  likewise  and  Toledo  and 
Dayton  had  deficits  in  four  of  the  six  years.  By  1921  school  districts 
and  municipalities  had  $39  million  of  deficiency  bonds  outstanding 
and  in  some  cities  such  bonds  ran  as  high  as  thirty  or  forty  per  cent 
of  the  total  debt.  Taking  the  cities  of  the  state  as  a  whole,  deficiency 
bonds  constituted  more  than  fourteen  per  cent  of  the  municipal  debt. 
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R.  C.  Atkinson  estimates  that  the  total  burden  saddled  on  subsequent 
taxpayers  during  this  decade  of  rigid  tax  limitation  was  about  $100 
million.  In  1926  it  required  about  one-half  of  the  revenues  collected 
by  Ohio  cities  to  pay  debt  services.  Sinking  fund  requirements  were 
commonly  ignored,  and  sinking  fund  balances  diverted  to  pay  oper- 
ating expenses.  Bonds  funds  were  likewise  diverted.  While  tax 
limitation  did  severely  check  the  growth  of  local  revenues  it  failed  to 
curb  the  rise  of  expenditures  in  any  corresponding  degree. 

From  1912  to  1922,  taxes  of  counties  and  municipalities  increased 
96  per  cent  rising  from  $1,158  million  to  $2,277  million  while  the 
indebtedness  of  counties  and  municipalities  increased  from  $3,256 
million  to  $5,694  million.^ 

Between  1919  and  1925  the  limitation  was  somewhat  relaxed. 
School  districts  in  1919  were  given  the  right  to  submit  extra  levies  for 
the  approval  of  the  electorate  and  in  1920  and  1921  cities  also  obtained 
this  right.  The  15  mill  limit  became  a  restriction  only  on  levies  with- 
out a  vote  of  the  people  and  no  limit  was  imposed  on  the  power  of 
voters  to  authorize  additional  taxes  for  a  period  of  not  more  than  five 
years.  By  1930  three-fourths  of  the  school  districts  were  relying  on 
voted  levies  for  part  of  their  operating  expenses.  School  districts  were 
by  far  the  most  successful  in  obtaining  the  approval  of  additional 
levies  and  many  communities  acquired  the  habit  of  voting  extra  levies. 
Many  cities  were  not  so  successful,  Cincinnati  regularly  voted  down 
extra  levies  with  the  result  that  pavements  went  to  ruin  and  city 
services  became  disgracefully  inadequate.  Schools  secured  a  dispro- 
portionate share  of  local  revenues.  The  voted  levies  furnished  a  very 
unstable  basis  of  financing  especially  in  times  of  depression,  because 
of  the  impossibility  of  securing  popular  approval  regardless  of  their 
necessity. 

Gradually  the  emphasis  was  shifted  from  tax  limitation  to  debt 
limitation,  from  artificial  restriction  of  levies  to  the  requirement  of 
sound  financial  procedures  as  a  means  of  protecting  the  local  taxpayers. 
Bond  laws  were  enacted  imposing  strict  limits  in  the  amount  and  term 
of  bonds  and  the  use  of  serial  bonds  was  required.  Borrowing  for 
current  expenses  was  prohibited  and  a  compulsory  budget  law  was 
enacted  in  1925. 

In  1929  the  statutory  15  mill  limitation  was  placed  in  the  state 
constitution  and  in  1933  an  initiated  amendment  reduced  the  limit  to 
10  mills  and  became  effective  January  1,  1934.  Municipalities  oper- 
ating under  a  charter  which  contains  specific  tax  limits  are  exempt, 
also  rates  levied  for  service  on  prior  debts  are  exempt.  Additional 
levies  may  be  made  outside  the  limitation  when  authorized  by  a 
majority  vote  of  the  electors. 


1.    Constitutional  Tax  Rate  Limitation  for  Illinois,  p.  33. 
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The  proponents  of  the  tax  limitation  measure  maintained  that  it 
would  force  economy  in  state  and  local  government,  apparently  ignor- 
ing the  fact  that  the  assessed  valuation  of  the  state  had  declined  from 
$13,675  million  in  1929  to  $8,072  million  in  1933  or  40  per  cent  and 
taxes  levied  had  been  reduced  from  $300  million  to  $181  million.  In 
the  face  of  this  very  substantial  shrinkage  in  valuation  the  average 
state  rate  had  not  increased  remaining  at  about  22  mills.  About  $175 
million  in  delinquent  property  taxes  were  outstanding  in  1933  when 
the  voters  adopted  the  amendment.  At  the  same  election  the  voters 
approved  the  inauguration  of  a  system  of  old  age  pensions. 

Several  special  sessions  of  the  legislature  were  called  to  solve  the 
problem  of  securing  the  additional  revenues  needed.  In  some  cities 
the  mandatory  bond  charges  exceeded  the  10  mill  limitation  while  in 
other  cities  bond  charges  plus  the  mandatory  minimum  school  levy  of 
4.85  mills  would  leave  no  funds  available  for  operating  expenses  of 
cities  or  counties.  A  study  showed  that  about  75  of  the  110  cities  could 
not  legally  levy  any  funds  for  operating  expenses.  The  legislature 
repealed  the  law  guaranteeing  the  4.85  mills  for  schools  and  authorized 
additional  tax  levies  and  deficiency  bonds  payable  outside  the  10  mill 
limit  when  voted  by  the  people.  Deficiency  bond  issues  were  voted 
upon  in  seven  municipalities  in  1934  and  carried  in  five  cities  and  were 
defeated  in  two  cities  and  four  cities  had  special  elections  in  1935.  In 
Dayton  and  Zanesville  the  deficiency  bond  issues  were  defeated.  Day- 
ton had  no  other  alternative  except  to  stop  service.  Beginning  Sep- 
tember first  the  city  closed  three  fire  engine  houses,  dismissed  150 
employees,  turned  out  street  lights  after  midnight  and  imposed  a  27 
per  cent  salary  cut,  garbage  and  refuse  collections  were  further  re- 
duced and  the  city  faced  a  deficit  of  $200,000  in  1935  which  was  financed 
by  another  deficiency  bond  issue,  fortunately  approved  at  the  November 
election. 

Columbus  receives  one  mill  for  operation  of  which  9.6  per  cent 
must  go  to  police  and  fire  pensions  leaving  0.4  mills  or  $138,000  from 
property  tax  for  operation.  The  voters  refused  on  February  18,  1936 
to  approve  the  placing  of  three  mills  outside  the  10  mill  limitation  which 
will  reduce  the  city's  budget  for  operating  expenses  $900,000  under 
last  year 's  when  the  budget  was  balanced  by  a  deficiency  bond  issue  of 
$746,000.  About  710  employees  were  dismissed  resulting  in  a  50  per 
cent  reduction  in  police  and  fire  forces.  Eight  fire  stations  were  closed 
and  four  police  radio  cruisers  taken  from  the  streets.  Refuse  collection 
will  be  stopped  altogether  and  garbage  taken  only  once  a  month. 

Akron  in  1936  reduced  its  debt  levies  inside  the  limitation  more 
than  $1,285,000  below  necessary  requirements,  as  certified  by  the  sink- 
ing fund  commission,  in  order  to  furnish  operating  funds.  Refunding 
bonds  will  be  issued  to  make  up  the  deficit. 
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Toledo  had  only  $2,012,000  in  revenue  in  sight  for  its  general 
operating  department  in  1935.  It  spent  $3,476,000  in  1934  which 
would  indicate  the  necessity  of  a  42  per  cent  reduction  in  all  operating 
departments. 

A  study  of  the  situation  in  the  eight  largest  cities  of  Ohio  reveals 
the  fact  that  while  revenues  have  been  declining  expenditures  for 
operation  and  maintenance  have  remained  about  the  same.  The  com- 
bined data  for  eight  cities  is  as  follows : 

Revenues  (in  millions)  Expenditures  (in  millions) 

Revenue 
from 

General  Total  Debt 

Property       Revenues  Operation        Service  Total 

1930  $53.2  $91.8  $51.4  $35.6  $87.0 

1933  37.3  73.5  52.2  31.9  84.2 

1934  42.1  72.6  48.2  28.2  76.4 

Cincinnati  is  considered  the  best  governed  city  in  Ohio  and  per- 
haps in  the  United  States  in  recent  years.  Expenditures  have  been 
reduced  from  $13.4  million  in  1932  to  $11.7  million  in  1935  or  a  reduc- 
tion of  12  per  cent.  Per  capita  cost  declined  from  $29.57  to  $25.23  or 
$4.34.  This  reduction  probably  represents  the  maximum  reduction 
possible  due  to  economical  and  efficient  management  if  current  services 
are  maintained.  Further  economies  can  only  mean  cutting  of£  of 
functions  of  government. 

Ohio  cities  have  been  forced  by  the  tax  limitation  amendment  to 
operate  on  deficiency  bonds,  a  most  expensive  method  of  financing  and 
a  plan  which  charges  taxpayers  tomorrow  for  the  cost  of  government 
today.  In  large  part  the  operation  of  local  governments  is  being  carried 
by  deficiency  bonds  issues  disguised  as  refunding  issues. 

The  reduction  in  taxes  levied  by  state  and  local  governments  due 
to  the  ten  mill  limitation  was  estimated  at  $40  million.  To  replace  the 
property  taxes  lost  by  the  limitation  the  state  enacted  a  sales  tax  which 
went  into  effect  January  1935.  During  the  first  48  weeks  of  operation 
from  January  27  to  December  31,  1935  total  sales  tax  collections 
amounted  to  $47,848,866.  Of  this  sum  the  state  appropriated 
$18,276,500  divided  as  follows:  for  old  age  pensions,  $7,875,000;  poor 
relief,  $4,500,000 ;  county  poor  relief  bond  fund,  $4,000,000 ;  for  cost 
of  administration,  $1,901,000,  leaving  a  balance  of  about  $28  million 
for  replacement  purposes.  This  was  apportioned  as  follows :  sixty  per 
cent  to  public  schools  and  forty  per  cent  to  local  governments.  The 
school  received  $16,846,490  which  was  apportioned  to  each  school  dis- 
trict on  the  basis  of  average  daily  attendance.  The  local  government 
received  $11,230,994  which  was  distributed  on  the  basis  of  average 
assessed  valuation  for  the  five  years  1929-1933,  counties  received  35.5 
per  cent,  cities  and  villages,  60  per  cent,  and  townships  4.5  per  cent. 
The  tax  commission  estimates  the  reduction  in  property  tax  revenue 
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in  1934  as  compared  with  1933  for  current  operation  in  three  classes 
of  taxing  districts  due  to  the  ten  mill  limitation  after  taking  into 
account  new  levies  voted  by  the  people,  to  be  as  follows :  counties 
$4,135,000  or  16  per  cent ;  cities  $2,905,000  or  13  per  cent,  and  city 
school  districts  $13,210,000  or  32  per  cent.  The  total  amount  of  loss  in 
real  property  revenues  for  all  taxing  districts  not  replaced  by  sales 
tax  is  estimated  to  be  about  $9.6  million. 

Conclusion. 

No  doubt  many  citizens  voted  for  the  tax  limitation  in  the  belief 
that  it  would  result  in  reducing  their  taxes.  Most  of  the  current  pub- 
licity in  newspapers  and  magazines  gives  the  public  the  impression 
that  if  governments  could  be  efficiently  operated,  and  waste  and  in- 
efficiency removed,  millions  of  dollars  could  be  saved  and  large  reduc- 
tions could  be  made  in  taxes.  Ohio's  experience  under  tax  limitation 
proves  the  fallacy  of  this  argument.  In  spite  of  most  vigorous  at- 
tempts to  hold  expenditures  down  and  to  operate  within  the  limitations, 
expenditures  have  kept  pace  with  other  states  and  continued  to  increase 
from  year  to  year.  All  possible  saving  arising  from  economies  having 
been  realized  during  the  depression  period  and  the  governments  are  now 
confronted  with  the  need  of  discontinuing  services  if  further  reductions 
are  insisted  upon. 

While  limitation  did  not  result  in  reducing  the  total  volume  of 
taxation  it  did  shift  a  portion  of  the  burden  from  real  estate  to  other 
sources  of  income.  It  shifted  the  burden  of  local  government  to  a 
poorer  group  of  taxpayers.  The  citizens  without  property  and  the 
small  home  owners  have  been  assessed  to  pay  in  sales  taxes  what  has 
been  saved  by  the  large  real  estate  holders  and  the  corporations  in 
property  taxes. 

Furthermore,  there  has  been  a  shifting  from  local  support  of  local 
government  by  local  taxation  to  state  support  of  certain  functions 
formerly  considered  functions  of  local  government.  This  raises  certain 
fundamental  questions.  It  means  that  the  large  cities  will  pay  more 
in  replacement  taxes  than  they  receive  back  through  the  distribution 
of  state  funds.  The  eight  largest  counties  of  Ohio  with  54  per  cent  of 
the  population  paid  64  per  cent  of  the  sales  tax  but  they  received  back 
only  80  per  cent  of  the  amount  they  paid.  Franklin  County,  of  which 
Columbus  is  the  county  seat,  paid  $3,621,720  in  sales  taxes  and  re- 
ceived back  $2,508,626  or  70  per  cent  of  the  amount  collected  and  yet 
Columbus  found  it  necessary  to  vote  additional  property  taxes  in  order 
to  meet  their  normal  standard  operating  expenses.  The  assumption 
by  the  state  of  the  burden  of  supporting  local  functions  may  mean  a 
large  increase  in  the  total  amount  of  money  expended  because  the 
legislature  is  controlled  by  the  representatives  from  the  smaller  coun- 
ties and  it  will  be  natural  for  the  majority  to  seek  to  increase  taxes 
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and  expenditures  which  are  apportioned  to  their  constituents  at  the 
expense  of  others.  They  will  want  the  state  to  take  care  not  only  of 
their  schools,  roads,  and  poor  persons  but  many  other  local  functions 
may  become  state  supported  functions. 

"City  real  estate  owners  who  shouted  for  a  shifting  of  the  real 
estate  tax  burden  to  another  class  of  property  will  no  doubt  find  in  the 
form  of  the  new  tax  that  they  are  not  only  paying  for  the  relief  afforded 
their  own  real  estate  but  for  the  relief  given  real  estate  in  other  counties 
where  the  replacement  levies  produce  nothing. ' 

Tax  limitation  tends  to  destroy  home  rule  in  the  long  rvm.  When 
the  state  takes  over  the  financing  of  local  governments,  the  policies  of 
the  local  government  will  be  dictated  largely  from  the  state  capital. 

Finally  the  full  effect  will  not  be  known  for  many  years.  * '  Mean- 
while it  is  a  practical  certainty  that  millions  of  operating  deficit  will 
be  funded  either  by  the  issuance  of  deficiency  bonds  or  the  refunding 
of  maturing  indebtedness  and  the  cost  of  present  public  services  will 
be  passed  on  to  the  next  generation."^ 

OKLAHOMA 

The  original  constitution  of  Oklahoma  adopted  in  1907  incor- 
porated a  tax  limitation  of  31.5  mills  for  all  purposes,  exclusive  of  debt 
requirements,  and  established  maximum  limits  for  each  taxing  unit 
as  follows:  state,  3^  mills;  county,  8  mills;  township,  5  mills;  cities, 
10  mills ;  and  schools,  5  mills.  Additional  levies  could  be  levied  up  to 
431/2  mills. 

More  drastic  tax  limitation  provisions  were  incorporated  in  a 
constitutional  amendment  adopted  August  15,  1933.  This  prohibits 
any  property  tax  levy  by  the  state  government.  It  limits  total  levies 
of  the  three  local  units,  counties,  cities,  and  school  districts  to  15  mills. 
This  does  not  include  sinking  fund  levies  and  there  are  two  exceptions 
in  that  the  county  may  levy  an  extra  2  mills  for  negro  schools  and 
the  school  district  may  increase  its  levy  by  10  mills  on  majority  vote  of 
the  electors.  This  makes  possible  a  total  property  levy  of  27  mills. 
This  amendment  was  adopted  by  a  vote  of  183,623  to  20,739.  The 
general  consensus  of  opinion  is  that  real  property  is  assessed  at  about 
45  per  cent  of  full  value  which  would  mean  a  maximum  levy  limit  of 
about  12  mills  on  the  full  value  of  the  property. 

The  idea  of  constitutional  tax  limitation  was  not  new  in  Oklahoma 
but  had  been  in  continuous  operation  since  1907.  The  reductions  in 
the  maximum  limits  were  apparently  made  in  an  attempt  to  afford 
relief  to  property  owners  and  to  curtail  government  expenditures. 

2.  C.  S.  Dargusch,  Vice  Chairman  Tax  Commission  of  Ohio,  "Ohio's  Fiscal 
Crisis",  p.  14. 

3.  R.  C.  Atkinson,  Property  Tax  Limitation  Laws,  p.  74. 
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For  several  years  i)rior  to  tlic  adoption  of  this  more  drastic 
amendment  the  financial  situation  had  been  serious.  The  restricted 
levies  had  already  resulted  in  the  development  of  a  comprehensive 
system  of  state  collected  taxes  and  their  apportionment  among  the 
local  units  and  in  the  accumulation  of  large  amounts  of  funded  and 
floating  indebtedness.  Tiie  state  collected  and  shared  with  the  local 
units  the  following  taxes :  income,  gasoline,  motor  vehicle,  gross  pro- 
duction tax,  and  tax  on  insurance  companies.  In  1931  an  increase  of 
one  cent  was  made  in  the  gasoline  tax  largely  to  supply  money  for 
unemployment  relief  and  a  corporation  income  was  enacted  and  one- 
fourth  of  the  revenue  was  used  to  reduce  the  state  property  levy  and 
three-fourths  to  reduce  local  school  levies.  These  were  the  only  major 
changes  made  in  the  fiscal  system  during  the  depression  until  the  sales 
tax  was  adopted  in  July  1933.  Efforts  had  been  made  in  two  successive 
legislatures  to  increase  the  income  tax  rates  and  two  initiated  mea.sures 
embodying  increased  rates  had  been  defeated  at  the  polls. 

As  the  depression  deepened,  assessed  valuation  declined,  tax 
delinquency  increased  and  state  and  local  indebtedness  mounted. 
Assessed  valuation  dropped  from  $1.7  billion  in  1929  to  $1.2  in  1932, 
or  31  per  cent.  Tlie  total  general  property  tax  levied  for  local  govern- 
ment in  1933  was  $51  million  dollars  of  which  only  $2-1  million  was 
collected.  The  delinquency  in  property  tax  was  $27  million.  The 
gross  debt  of  the  state  and  local  governments  in  1932  amounted  to 
$248  million  or  about  20  per  cent  of  the  assessed  valuation  of  the  state, 
A  major  problem  which  confronted  the  legislature  of  1933  was  to  devise 
some  way  of  lightening  the  huge  load  of  state  and  local  unpaid  warrants 
outstanding. 

The  state  had  accumulated  a  deficit  of  $13  million  and  the  legis- 
lature of  1933  funded  the  outstanding  state  warrants  by  the  issuance 
of  $13  million  in  six  year  notes.  These  were  financed  by  diverting  40 
per  cent  of  the  gasoline  tax  which  had  previously  gone  to  the  state 
highways. 

The  total  bonded  debt  of  counties  and  townships  outstanding  on 
June  30,  1933  amounted  to  $45  million.  In  addition  thej^  had  unpaid 
judgment  amounting  to  $1.2  million.  "Before  1931  it  was  a  common 
practice  of  local  officers  to  exceed  the  budget  appropriation  for  the 
purchase  of  supplies,  materials,  and  equipment  and  in  the  letting  of 
contracts.  Purchases  were  made  and  contracts  let  without  the  authori- 
zation required  by  law  and  a  judgment  was  then  obtained  by  the  seller 
or  contractor  against  the  county.  .  .  .  Since  no  sinking  fund  levies  fall 
within  the  tax  rate  limitations,  there  was  no  evident  limit  to  which 
judgments  could  be  piled  up  against  a  county,  provided  they  could 


36 


UNIVERSITY  OF  COLORADO 


be  obtained  in  the  courts."'  These  bond  and  judgment  requirements 
represented  an  average  levy  of  nearly  four  mills  in  1932. 

"In  1933  the  legislature  created  in  each  county  an  emergency 
investment  fund  to  which  is  apportioned  50  per  cent  of  the  receipts 
from  the  gasoline  tax  and  the  automobile  license  all  of  which  previously 
went  to  the  highway  fund."- 

The  school  indebtedness  consisted  of  $45  million  of  bonds  issued 
for  school  buildings  and  $18  million  of  non-cashable  school  warrants. 
"A  large  number  of  teachers  have  been  compelled  to  wait  for  months 
in  order  to  receive  their  pay  or  cash  their  warrants  at  a  discount 
ranging  from  6  to  50  per  cent."^ 

When  the  retail  sales  tax  was  enacted  all  the  revenues  were 
appropriated  to  the  schools  as  follows :  50  per  cent  to  the  counties  for 
school  on  a  per  capita  enumeration  basis  to  be  used  for  the  reduction 
of  the  local  school  levies  on  property;  17  per  cent  (but  not  to  exceed 
$1  million  a  year)  to  be  allocated  to  the  state  common  school  equaliza- 
tion fund ;  30  per  cent  to  counties  on  an  enumeration  basis  to  be  used 
to  pay  outstanding  school  warrants  and  bonds  and  3  per  cent  for 
administration  of  the  tax.   The  tax  yielded  in  1934  $3,825,000. 

It  is  estimated  that  about  25  per  cent  of  all  local  budgets  is 
required  for  debt  service.  The  net  results  of  Oklahoma's  experience 
with  constitutional  tax  limitations  were  summarized  by  the  Brookings 
Institution  report  as  follows:  first  "it  has  established  an  effective 
limitation  upon  tax  levies",  second,  "it  has  undoubtedly  only  shifted 
a  part  of  the  pressure  of  revenue  needs  from  taxes  to  borrowing", 
and  third  "the  limitation  upon  property  levies  appears  to  have  con- 
tributed powerful  pressure  toward  bringing  about  the  adoption  of 
other  forms  of  taxation.  "  "From  the  standpoint  of  sound  taxation 
this  is  a  wholesome  result.  Indeed  it  is  the  one  rational  justification 
for  rigid  tax  limitation  provisions.  Perhaps  the  only  further  comment 
necessary  is  that  it  is  a  pity  that  all  this  has  to  be  secured  at  the  cost 
of  the  otherwise  disturbing  and  confining  results  of  constitutional  tax 
limitation."* 

The  total  receipts  for  state  government  rose  from  $33  million  in 
1928-29  to  the  peak  of  $42.8  million  in  1930-31  and  declined  to  a  low 
of  $34.3  in  1932-33.  In  1934  they  rose  to  $41.2  million  due  to  an 
increase  of  $1  million  in  gross  production  tax,  $3.8  million  from  the 
new  retail  sales  tax  and  $3.4  million  increase  in  grants  from  the  federal 
government.  The  amount  allocated  to  local  government  increased 
from  $6.9  million  in  1933  to  $10.7  million  in  1934. 

1.  A  Report  on  a  Survey  of  Organization  and  Administration  of  Oklahoma  by 
the  Brookings  Institution,  1935,  p.  308. 

2.  Ibid.  p.  312. 

3.  Ibid.  p.  32. 

4.  Ibid.  p.  435. 
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The  major  sources  of  state  revenues  and  the  amount  allocated  to 
local  governments  its  given  as  follows  for  the  year  1934. 

Amount 
allocated 
to  local 
govern- 

Total        ment  Distribution 

Taxes — 


Gasoline  tax   $10,520,300    $  2,499,549    24.5%  to  county  highways. 

Gross  production  tax         4,828,712       1,638,675    10%  to  county  roads, 

10%  to  schools. 

Sales  tax    3,824,855       2,735,062    97%  to  schools. 

Motor  vehicle  tax   3,048,310       1,737,748    57%  to  counties  of  which 

14.25%  goes  to  city 
streets. 

Income  tax    1,729,916         902,068    71%  to  schools. 

Insurance  Company    743,224         180,120    Firemen's  pensions. 

Beverage    386,519         225,581    95%  to  schools. 

Corporation  license   677,246 

General  property  tax         3,134,695  466,067 

Inheritance  tax    144,512 

All  other  


29,865,004  10,384,870 
Other  revenues   11,382,308 


Total    41,247,313 


In  1935  the  legislature  increased  the  income  tax  rates,  the  gross 
production  taxes  were  increased  from  3  per  cent  to  5  per  cent  of  gross 
value  on  oil  and  gas  produced  and  the  inheritance  tax  rates  were 
graduated  from  1  per  cent  to  a  maximum  of  10  per  cent  and  a  cigarette 
tax  was  imposed  to  be  effective  only  to  June  30,  1936.  Total  state  re- 
ceipts are  undoubtedly  greater  today  than  at  the  peak  period  in  1930-31. 
Effect  Upon  Schools. 

The  sources  of  school  revenue  consist  of  the  local  levies  on  prop- 
erty, state  collected  funds  allocated  on  a  per  pupil  basis,  and  a  smaller 
amount  contributed  by  counties  and  the  federal  appropriations  for 
Indian  tuition  and  vocational  education.  In  1935  the  total  common 
school  revenues  amounted  to  $21.5  million  of  which  $11.4  million  or 
53  per  cent  was  obtained  from  local  levies  on  property,  $8.3  million  or 
39  per  cent  from  state  sources,  $1.3  million  from  county  sources,  and 
$.5  million  from  federal  sources.  The  total  cost  of  common  schools 
dropped  from  $32.0  million  in  1929-30  to  $21.5  million  in  1935  or  a 
decrease  of  32.8  per  cent.  The  proportion  of  school  revenue  contributed 
by  property  taxes  decreased  from  81  per  cent  to  53  per  cent  during  this 
period  and  the  amount  contributed  by  the  state  increased  from  10  per 
cent  to  39  per  cent.  The  state  collected  funds  allocated  to  schools 
were  derived  largely  from  the  sales  tax,  income  tax  and  gross  pro- 
duction tax. 
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Effect  Upon  Municipalities. 

In  1932  the  revenue  receipts  of  municipalities  amounted  to  $23.2 
million  of  which  $13.3  million  or  57  per  cent  was  derived  fx*om  general 
property  taxes.  In  1933  total  revenue  collected  had  decreased  to  $15.7 
million  of  which  $5.3  million  or  34  per  cent  was  obtained  from  the 
general  property  tax.  About  one-third  of  municipal  revenues  are 
obtained  from  public  utility  enterprises  and  one-third  from  miscel- 
laneous revenue.  The  only  state  collected  taxes  received  by  the  mu- 
nicipalities are  8  per  cent  of  the  motor  vehicle  license  which  goes  to 
the  street  and  alley  fund  of  cities.  The  municipalities  have  not  par- 
ticipated in  the  apportionment  of  the  new  state  collected  taxes.  As 
assessed  valuation  has  declined  the  revenues  of  municipalities  have 
declined  and  they  have  been  confronted  with  the  problem  of  balancing 
municipal  budgets  without  any  aid  from  the  state.  Local  levies  have 
continued  at  a  high  level.  Municipalities  with  a  tax  rate  higher  than 
$50  per  $1,000  numbered  241  in  1932  and  280  in  1933.'^ 

The  following  table  shows  the  money  returned  to  counties  by  the 
state  for  roads  and  schools  for  the  years  1933  and  1934. 

1933  1934 

Roads         Schools  Roads  Schools 

Gasoline  tax                           $2,380,802     $  $2,504,502  $ 

Gross  production  tax                   582,923         582,923  785,168  785,168 

Motor  vehicle  license                1,869,290  1,728,870 

Beverage  tax    652,421 

Sales  tax  50%  operation   1,901,226 

Sales  tax  30%  bonds   1,140,736 

Income  tax                                                   882,651  902,068 

Vi  mill  property  tax                                      350,456  215,175 

State  school  fund                                          994,619  1,171,567 

%  mill  property  tax                   341,591  233,011 

State  aid  to  weak  schools                            1,491,009  1,412,630 

Federal  aid  to  weak  schools....  1,170,250 


$5,174,606      $4,301,657     $5,251,551  $9,351,341 

WASHINGTON 

In  1932  an  initiative  measure,  known  as  the  Forty  Mill  Tax  Limit 
Bill  was  adopted  by  a  large  popular  vote,  became  effective  in  1933  for 
tax  collection  in  1934.  The  maximum  limit  upon  general  city  property 
was  forty  mills  and  twenty-five  mills  upon  rural  property.  The  assessed 
valuation  is  legally  presumed  to  be  fifty  per  cent  of  true  value,  but  in 
practice  is  only  twenty  to  thirty-five  per  cent  of  true  value.  This 
measure  fised  a  maximum  levy  of  five  mills  for  the  state,  ten  mills  for 
the  county,  ten  mills  for  school  districts,  and  15  mills  for  cities.  It 
further  provided  that  an  additional  levy  may  be  made  to  meet  interest 
and  principal  of  outstanding  debts  obligation  and  any  unit  of  govern- 

5.    Halg  and  Shoup,  The  Sales  Tax  in  the  American  States,  p.  757. 
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ment  might  exceed  the  limit  by  a  sixty  per  cent  favorable  vote.  In 
1934  another  initiated  measure  was  passed  by  a  very  close  vote  which 
was  designed  to  correct  the  previous  measure  by  bringing  all  levies  for 
future  debt  within  the  millage  limit  and  also  to  continue  the  limit  law 
for  two  more  years.  This  measure  reduced  the  state  levy  from  five 
mills  to  two  mills  and  brought  road  districts,  previously  untouched, 
under  a  limitation  of  three  mills. 

The  maximum  levies  fixed  by  these  two  initiative  measures  were 
as  follows : 

Initiative  No.  64    Initiative  No.  94 
Enacted  Nov.  1932    Enacted,  1934 


State                                                                  5  mills  2  mills 

Counties                                                         10  mills  10  mills 

School  Districts                                                 10  mills  10  mills 

Municipalities                                                    15  mills  15  mills 

Road  Districts*    3  mills 


40  mills  40  mills 

•The  statutory  levy  for  road  districts  prior  to  1934  was  10  mills. 

The  assessed  valuation  of  property  decreased  from  $1,250  million  in 
1929  to  $965  million  in  1934  or  22.9  per  cent.  Had  there  been  no  tax 
limitation  measure  adopted  a  corresponding  reduction  in  property 
taxes  would  have  taken  place  resulting  in  a  decrease  in  total  property 
taxes  levied  from  $81,094,000  in  1929  to  $62,524,000  in  1934  or  a 
reduction  of  $18,570,000  in  property  taxes.  As  a  matter  of  fact  the 
actual  decrease  in  property  tax  between  1929  and  1932  before  the  tax 
limitation  measure  became  efiPective  was  $14,102,000  or  17.5  per  cent. 
Since  the  total  property  tax  levied  in  1935  was  $42,726,000  it  seems 
apparent  that  the  tax  limit  law  was  responsible  for  a  further  reduction 
of  about  twenty  million  dollars  in  property  taxes. 

The  state  had  been  levying  a  tax  on  property  of  ten  or  eleven  mills 
of  which  about  60  per  cent  or  seven  and  one-half  million  dollars  was 
required  by  the  state  school  fund  to  pay  $20  per  census  child  and  the 
county  had  been  levying  enough  to  contribute  $10  per  census  child. 
The  reduction  in  the  state  levy  to  5  mills  made  it  necessary  to  obtain 
additional  funds  for  this  purpose.  An  income  tax  adopted  by  initiative 
petition  had  been  declared  unconstitutional.  The  legislature  enacted 
a  classified  multiple  turnover  tax  levied  on  gross  income,  gross  proceeds 
of  sales  or  value  of  products  and  allocated  the  entire  net  revenue  to  the 
support  of  common  schools.  This  tax  yielded  $5,036,467  during  the 
first  year  of  operation.  The  contribution  of  the  state  to  common  schools 
was  increased  about  two-thirds  and  the  counties  contribution  was  de- 
creased about  ten  per  cent.  The  method  of  apportionment  was  changed 
from  the  per  census  child  basis  and  the  new  apportionment  act  passed 
in  1933  provided  that  the  state  should  raise  not  to  exceed  twenty-five 
cents  per  pupil  per  attendance  day  and  the  counties  should  raise  five 
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cents  per  pupil  per  attendance  day.  The  legislature  limited  the  appro- 
priation of  state  funds  for  common  schools  to  ten  million  dollars  a 
year  for  the  years  1934  and  1935  and  to  approximately  fifteen  million 
dollars  a  year  for  the  year  1936  and  1937.  This  made  it  possible  to 
raise  and  distribute  approximately  sixteen  cents  per  pupil  day  for  the 
years  1934  and  1935  and  twenty-two  cents  in  1936. 

The  business  turnover  tax  was  of  a  temporary  and  emergency 
nature  and  expired  June  30,  1935.  The  legislature  of  1935  enacted 
an  omnibus  tax  measure  including  a  2  per  cent  retail  sales  tax ;  business 
occupation  tax ;  compensating  tax ;  public  utility  tax ;  admissions  tax, 
liquor  tax,  tax  on  conveyances,  radios,  fuel  oil,  cigarettes  and  inheri- 
tances. The  revenue  was  allocated  as  follows:  support  of  schools 
(common  58.5  and  higher  learning  4.5)  63.0%,  unemployment  relief 
17.9%,  and  general  state  fund  19.1%.  Payments  for  old  age  pensions, 
a  new  state  burden,  were  to  be  made  from  the  general  fund.  During 
the  first  six  months  ending  October  31,  1935  this  act  yielded  $8,830,645, 
The  Tax  Commission  estimates  a  yield  of  eighteen  and  a  half  million 
dollars  from  this  act  for  1936. 

In  1933,  three  cents  of  the  gasoline  tax  were  allocated  to  secondary 
roads,  formerly  county  roads,  in  lieu  of  former  road  and  bridge  fund 
levies,  which  were  abolished.  The  state  also  assumed  the  counties 
burden  of  supporting  the  unemployed,  financing  the  same  by  a 
$10,000,000  bond  issue. 

Effect  Upon  the  State  Government. 

The  loss  in  state  revenue  due  to  reduction  of  the  state  levy  on 
property  from  eleven  mills  in  1933  to  three  mills  in  1936  was  restored 
by  the  development  of  new  taixes  and  the  floating  of  a  bond  issue  for 
emergency  relief.  Total  state  receipts  rose  from  $33,920,132  in  1933 
to  $49,866,045  in  1934  and  total  disbursements  increased  from 
$40,244,602  in  1933  to  $45,357,393  in  1934.  The  assumption  by  the 
state  of  a  larger  share  of  the  cost  of  common  schools  and  the  emergency 
relief  program  explained  the  increase  in  state  disbursements.  The 
state  debt  increased  from  $6,950,000  as  of  October  1,  1932  to 
$16,150,000  as  of  June  30,  1934.  State  taxes  uncollected  as  of  June 
30,  1934  amounted  to  over  ten  million  dollars. 

Effect  Upon  Counties. 

The  hardship  which  counties  would  have  suffered  by  reason  of 
reduction  in  county  revenues  due  to  the  limitation  of  ten  mills  was 
relieved  in  three  ways:  the  road  and  bridge  funds  of  counties  levied 
on  property  were  abolished  and  these  funds  were  financed  by  the 
gasoline  tax ;  the  county  school  levy  for  common  schools  was  lowered ; 
and  the  state  assumed  the  responsibility  of  financing  old  age  pensions, 
formerly  a  county  function,  and  also  assumed  the  larger  share  of 
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nnnmploymont  iTliof.  Tliirtcon  of  tho  thirty-nine  counties  were  not 
affected  by  the  10  mill  limit,  an  equal  number  were  slightly  affected 
and  a  dozen  counties  were  faced  with  serious  financial  difficulties. 
The  counties  Avhich  had  large  welfare  costs,  heavy  warrant,  and  bonded 
indebtedness  and  low  valuations  were  most  seriously  affected. 

Effect  Upon  Schools. 

The  school  districts  were  the  least  affected  of  any  of  the  local  units 
of  government.  Their  levy  limit  remained  unchanged  at  ten  mills  but 
the  tax  limit  law  made  it  more  difficult  to  vote  special  levies,  beyond 
the  limit  as  was  commonly  the  practice  in  previous  years.  The  addi- 
tional millage  must  be  authorized  by  a  three-fifths  vote  and  at  least 
50  per  cent  as  many  votes  be  east  as  were  cast  for  governor  at  the  last 
general  election.  All  new  building  costs  must  be  met  by  either  a  bond 
issue  or  a  tax  levied  for  the  purpose,  both  of  which  are  a  charge  against 
the  property  of  the  local  district.  New  bond  issues  must  be  retired 
and  the  "interest  paid  out  of  the  ten  mills  allotted  to  school  districts. 

The  schools  were  aided  materially  by  the  new  state  taxes.  They 
receive  fifty-eight  and  one-half  per  cent  of  the  omnibus  tax  measure 
enacted  in  1935.  The  state  apportionment  in  1935  and  1936  reached 
its  highest  level  amounting  to  $10,803,059  in  1935  and  $13,376,440  is 
estimated  for  1936.  The  local  district  school  taxes  levied  on  property 
decreased  over  ten  million  dollars  between  1932  and  1934.  The  fol- 
lowing table  shows  the  total  cost  of  public  school  education  in  Wash- 
ington including  operating  expense,  interest  and  capital  outlays  and 
the  source  of  the  funds. 


Year 

1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 


From  State 
Funds 

$  8,284,130 
8,318,660 
7,620,331 
6,945,186 
6,836,745 
9,129,827 
10,803,059 
13,376,440 


From  County 
Funds 

$4,059,660 
4,091,337 
3,790,366 
3,312,221 
3,202,962 
2,884,061 


From  District 
and  miscella- 
neous Funds 

$20,963,043 
20,835,785 
22,135,332 
20,174,977 
14,025,996 
9,800,827 


Total 
Expense 

$33,306,833 
33,245,700 
33,546,029 
30,432,384 
24,065,702 
21,814,716 


"Approximately  75%  of  all  districts  of  the  state  are  now  on  a  cash  basis  as 
against  a  heavy  warrant  indebtedness  of  five  years  ago.  The  per  capita  cost 
for  public  school  education  covering  a  decade  and  a  half  has  not  been  lower 
in  any  one  year  than  the  actual  per  capita  cost  during  the  present  school  year." 
Source:  Bulletin  of  State  Department  of  Education. 

The  state  higher  educational  institutions  are  allotted  on  a  per- 
centage basis  the  proceeds  of  the  entire  2  mills  now  levied  by  the  state 
on  property  and  these  institutions  receive  four  and  one-half  per  cent 
of  revenue  from  the  new  omnibus  tax  measure  enacted  in  1935. 
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Effect  Upon  Cities. 

The  municipalities  were  more  seriously  affected  by  the  tax  limit 
law  than  other  local  units  because  they  shared  to  only  a  very  slight 
extent  in  the  new  state  revenues  and  they  have  been  unable  to  offset  the 
loss  in  property  tax  revenue  by  developing-  new  local  sources  of  revenue. 
The  1929  levy  for  all  cities  and  towns  in  the  state  aggregated  nineteen 
million  dollars.  This  had  been  reduced  to  fourteen  million  in  1932  or 
26  per  cent.  The  enactment  of  the  fifteen  mill  limitation  has  caused 
a  further  reduction  to  ten  million  seven  hundred  thousand  dollars  in 
1934  or  a  reduction  of  46  per  cent  since  1929.  During  1934  seventy 
per  cent  of  the  municipalities  were  levying  up  to  the  fifteen  mill  limit 
for  current  expenses  and  thirty  per  cent  were  levying  below  fifteen 
mills  and  could  therefore  be  classed  as  unaffected.  The  municipalities 
in  1935  secured  about  one  and  a  half  million  dollars  of  gasoline  tax 
funds  for  use  on  city  streets  and  a  small  share  of  liquor  profits  amount- 
ing to  one  half  million  dollars  was  allocated  to  cities  in  1935.  Cities 
have  enacted  business  license  ordinances  and  special  utility  license 
taxes  and  transferred  earnings  of  municipal  enterprises  to  finance  the 
general  government  operations,  but  these  have  been  inadequate  to 
make  up  the  loss  sustained  in  lower  property  taxes.  Drastic  reduction 
in  budgets  have  been  effected,  the  number  of  employees  have  been  re- 
duced fifteen  per  cent,  salaries  have  been  reduced  and  essential  func- 
tions neglected.  The  current  debt  of  cities  appears  to  be  increasing. 
Deficit  financing,  padded  revenue  estimates  and  bonding  for  current 
expenses  have  resulted. 

Conclitsion. 

The  reduction  in  property  taxes  caused  by  the  tax  limit  law  did 
not  result  in  a  decrease  in  the  cost  of  government.  Between  1929  and 
1932  property  taxes  had  decreased  17.5  per  cent  without  any  tax  limi- 
tation, largely  as  a  result  of  the  depression  and  reduced  valuation. 
The  decrease  in  property  taxes  directly  traceable  to  the  limitation  act 
amounting  to  about  twenty  million  dollars  was  offset  by  new  taxes. 
The  omnibus  tax  bill  it  is  estimated  will  produce  about  eighteen  million 
dollars  and  liquor  profits  will  yield  about  two  and  a  half  million  dollars. 
The  net  result  has  been  therefore  not  a  reduction  in  the  cost  of  govern- 
ment but  a  shifting  of  the  tax  burden  from  property  to  other  sources 
of  wealth  and  income. 

The  state  assumed  a  larger  share  of  school  support  and  took  over 
certain  county  functions  such  as  construction  and  maintenance  of 
county  roads,  old  age  pensions  and  unemployment  relief.  Schools  and 
roads  were  given  relief  but  municipal  governments  have  been  starved, 
and  are  still  facing  serious  financial  conditions.  The  sole  contribution 
made  to  tax  reform  was  the  imposition  of  a  retail  sales  tax  and  various 
business  and  occupational  taxes.  The  income  tax  has  not  been  imposed 
and  as  a  result  the  major  portion  of  the  wealth  of  the  state  remains 
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untaxed.  No  fundamental  changes  in  the  form  and  structure  of  gov- 
ernment designed  to  secure  real  economy  and  efficiency  in  operation 
have  resulted.  Such  minor  changes  as  have  been  effected  could  have 
been  effected  without  tax  limitation  and  its  attendant  hardship,  as  has 
been  done  in  many  other  states  without  tax  limitation. 

WEST  VIRGINIA 

The  adoption  of  the  tax  limitation  in  West  Virginia  was  an  out- 
growth of  the  depi'ession,  resulting  from  declining  valuation,  heavy 
tax  delinquencies,  and  high  tax  bills  due  partly  to  the  heavy  burden 
of  debt  and  partly  to  great  relief  expenditures.  In  1932  the  total 
indebtedness  of  the  state  and  its  local  subdivisions  amounted  to  more 
than  $151  million  of  which  $86  million  was  state  indebtedness  largely 
issued  for  highway  purposes  and  $65  million  was  the  indebtedness  of 
counties,  schools,  and  cities. 

A  special  session  of  the  legislature  which  met  in  July  1932  for 
the  principal  purpose  of  reducing  expenditures  and  restraining  taxing 
authorities  submitted  a  constitutional  tax  limitation  amendment  to 
the  voters.  This  was  adopted  by  a  seven-to-one  vote  in  November  1932. 

This  amendment  classified  property  into  four  classes  and  fixed 
a  maximum  levy  for  each  class.  On  Class  I,  which  included  tangible 
personal  property  employed  exclusively  in  agriculture  and  intangible 
personal  property  such  as  notes,  stocks,  bonds,  and  money,  the  maxi- 
mum rate  was  fifty  cents  per  hundred  dollars.  On  Class  II,  which 
included  all  farms  and  residential  property  owned  and  occupied  by 
the  owners,  the  rate  was  one  dollar  per  hundred.  On  Class  III,  which 
consisted  of  all  real  estate  and  personal  property  situated  outside  of 
municipalities  exclusive  of  Classes  I  and  II,  the  rate  was  one  dollar 
and  fifty  cents  and  on  Class  IV,  which  consisted  of  all  real  and  personal 
property  situated  outside  of  municipalities  exclusive  of  Classes  I  and 
II,  the  rate  was  two  dollars  per  hundred  dollars  assessed  valuation. 
It  permitted  increased  levies  above  the  maximum  rates  specified  when 
authorized  by  sixty  per  cent  of  the  qualified  electors,  such  incretise 
to  continue  for  three  years.  The  legislature  was  given  authority  to 
levy  a  graduated  income  tax  and  the  state  property  tax  for  general 
purposes  was  limited  to  one  cent  per  hundred  dollars  of  assessed 
valuation  except  levies  for  debt  charges. 

The  amendment  contained  no  provision  concerning  debt  charges 
on  outstanding  indebtedness  of  local  units.  It  was  apparently  the 
intention  of  the  sponsors  that  the  tax  limitations  would  apply  only  to 
levies  for  current  expenses.  This  omission  caused  grave  difficulties 
later  on  when  the  Supreme  Court  decided  that  levies  for  debt  service 
must  come  with  the  limitation  and  several  special  sessions  of  the  legis- 
lature were  necessitated  before  the  matter  was  finally  settled.  In  the 
meantime  local  governments  were  thrown  into  the  greatest  confusion 
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and  in  some  cities  was  practically  suspended.  Following  the  decision 
of  the  Supreme  Court  that  levies  for  debt  service  must  fall  under  the 
limitation,  an  extraordinary  session  of  the  legislature  was  convened  in 
November  1933  and  enacted  a  law  which  provided  that  the  state  could 
assume  payment  of  local  debts  and  thus  leave  the  local  levies  for  cur- 
rent purposes.  The  Supreme  Court  declared  that  this  act  was  un- 
constitutional on  the  ground  that  the  constitution  expressly  forbids  the 
state  from  assuming  local  debts.  Another  special  session  was  called 
and  an  act  was  passed  which  provided  that  seventy  per  cent  of  the 
limited  levy  should  be  used  for  current  expenses  and  thirty  per  cent 
for  the  payment  of  debt  service.  This  act  was  upheld  by  the  court 
in  February  1934. 

Effect  Upon  State  and  Local  Finances. 

In  1929,  the  first  year  of  the  depression,  the  assessed  valuation  of 
the  state  was  $2,033  million  and  $54  million  of  taxes  were  levied  on 
general  property.  In  1932,  the  last  year  under  the  old  system  valua- 
tion had  been  reduced  to  $1,671  million  and  taxes  levied  had  declined 
to  $43  million,  a  decrease  of  20  per  cent. 

The  total  amount  of  money  which  could  be  levied  upon  property 
under  the  constitutional  limitation  was  $27  million  of  which  about 
$7.5  million  was  necessary  for  debt  charges.  This  meant  a  reduction 
in  revenue  of  the  counties,  schools,  and  cities  since  the  state  levy  on 
property  amounted  to  only  $3.0  million  out  of  the  total  levy  of  $43 
million  in  1932.  The  ultimate  effect  upon  the  schools  was  to  reduce 
the  revenue  available  for  current  expenditures  from  $23.8  million  to 
$8.8  millions.  With  local  revenue  cut  in  half  or  more  the  legislature 
was  confronted  with  the  demands  for  new  replacement  revenues. 
Schools  and  roads  simply  could  not  be  maintained  by  taxation  on  prop- 
erty and  the  functions  of  county  and  municipal  government  were  seri- 
ously crippled.  The  legislature  proceeded  to  impose  new  indirect 
taxes  and  to  make  far  reaching  changes  in  the  structure  and  functions 
of  local  government. 

The  gross  sales  tax  rates  were  materially  increased  and  a  system 
of  franchise  taxes  imposed  upon  railroads.  The  revenues  derived  from 
the  gross  sales  tax  or  business  occupation  tax  as  it  is  designated  in- 
creased from  $1.6  million  in  1933  to  $8.6  million  in  1934.  The  theory 
upon  which  these  rates  were  determined  was  to  require  business  to 
pay  in  sales  tax  the  amount  saved  thru  reduction  in  property  levies. 
A  consumers'  sales  tax  produced  $1,076,343  in  1934.  A  new  personal 
income  tax  produced  $592,867  in  1934,  a  beer  tax  and  medicinal  liquor 
tax  produced  $630,000.  These  indirect  taxes  produced  about  eighteen 
million  dollars  of  additional  revenues.  The  estimated  yield  for  1935 
was  as  follows :  consumers  sales  tax,  $7.0  million ;  business  occupation 
or  gross  sales  tax,  $6.5  million;  railroad  privilege  tax,  $1.5  million; 
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surtax,  gross  sales  and  privilege  tax,  $3.2  million  ;  gross  and  net  income 
utility  tax,  $750,000;  personal  income  tax,  $800,000;  and  beer  and 
liquor  tax,  $900,000.^ 

The  state  inaugurated  the  county  unit  of  school  administration 
and  assumed  control  and  maintenance  of  all  county  and  district  roads. 
State  appropriations  for  local  schools  were  increased  from  about  one 
million  dollars  in  1932  and  former  years  to  eleven  and  one-half  million 
dollars  annually.  Secondly,  roads  were  placed  under  the  control  of  the 
state  highway  commission  for  the  pui'pose  of  relieving  the  counties  of 
the  burden  of  their  maintenance  and  construction  and  an  annual 
appropriation  of  about  two  million  dollars  was  made  out  of  the  state 
treasury. 

Between  July  1930  and  July  1935  the  bonded  debt  of  counties, 
districts,  and  municipalities  was  reduced  from  $78  million  to  $58.7 
million,  a  reduction  of  $19.5  million  in  five  years. 

West  Virginia's  experience  with  tax  limitation  demonstrated  that 
the  cost  of  government  could  not  be  cut  in  direct  proportion  to  the 
reduction  in  property  taxes.  What  was  lost  in  property  taxes  was 
made  up  thru  indirect  taxes. 

'  *  State  and  local  government  combined  is  spending  within  a  few 
per  cent  of  what  it  spent  in  the  recent  past,  and  this  in  the  face  of  the 
fact  that  administration,  legislature,  and  press  have  carried  on  an 
unceasing  campaign  for  reduced  expenditures."^ 

Effect  Upon  Schools. 

The  county  unit  system  of  school  administration  abolished  the 
398  school  districts  and  made  the  county  the  unit,  for  taxation  and 
administration ;  there  are  now  only  55  school  districts.  The  total 
amount  expended  for  education  during  the  last  year  under  the  district 
system  was  $23,258,924;  the  amount  expended  during  the  first  year 
of  the  county  unit  was  $18,690,214,  making  a  reduction  of  $4,568,710. 
This  was  accomplished  in  spite  of  an  increase  in  school  children  and 
an  increase  of  twenty  days  in  average  length  of  the  school  term.  The 
amount  contributed  by  the  state  during  the  year  1933-34  was 
$10,148,000.  The  state's  contribution  increased  from  five  per  cent  to 
fifty-three  per  cent  of  the  total  cost.  The  number  of  teachers  was 
reduced  from  16,282  to  15,340  or  eleven  per  cent.  An  increase  occurred 
in  the  cost  of  transportation  altho  the  county  system  was  more  eco- 
nomically operated.  In  one  county  under  the  contract  system  the 
county  paid  $53,000  for  transporting  2,100  pupils.  Under  county  con- 
trol the  cost  was  $32,790  for  transporting  2,670  pupils.  High  school 
enrollment  was  increased  through  transportation  provided  at  public 

1.  Annual  Financial  Report.  1934.  p.  37. 

2.  Sly,  John  P.  "The  By  Products  of  Tax  Limitation  in  West  Virginia."  National 
Municipal  Review,  November,  1935,  p.  614. 
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expense;  38  small  high  schools  were  eliminated  and  the  pupils  trans- 
ferred to  larger  high  schools;  about  15,000  elementary  pupils  were 
transported  to  larger  schools  with  additional  school  advantages.  All 
schools  were  maintained  for  nine  months.  A  considerable  part  of  the 
saving  effected  was  due  to  the  low  salary  schedules  established  under 
the  new  system.  The  basic  minimum  rates  for  elementary  teachers 
ranged  from  $495  to  $810  and  this  increased  to  a  maximum  of  $675 
to  $990  for  teachers  with  eleven  years  or  more  service.  The  basic  mini- 
mum rate  for  high  school  teachers  ranged  from  $720  to  $990  and  in- 
creased to  a  maximum  of  $900  to  $1,170. 

A  comparison  of  the  expenditures  in  five  main  items  of  the  school 
budget  is  given  for  the  years  1931-32  and  1933-34  as  follows : 


1931-32  1933-34  Percentage 

Elementary  teachers                     $11,842,789  $  9,760,179  82 

High  school  teachers                       6,984,314  4,368,648  62 

Elementary  maintenance                 2,482,211  2,796,459  112 

High  school  maintenance                2,260,888  1,606,999  71 

Buildings                                      1,615,751  346,360 


Total   $25,185,952  $18,879,345 


Since  the  number  of  high  school  teachers  was  not  reduced  at  all  but 
slightly  increased  the  reduction  in  high  school  teachers'  fund  is  due 
almost  entirely  to  cuts  in  salaries  of  teachers  and  principals. 
Effect  Upon  Municipalities. 

The  total  taxes  levied  by  municipalities  on  general  property  were 
$5,087,571  during  the  last  year  before  tax  limitation  and  $3,983,461 
during  the  first  year  under  the  limitation.  In  1935  total  taxes  levied 
amounted  to  $4,237,614.  There  was  allocated  to  the  municipalities 
one-fourth  of  the  total  tax  rate  on  the  different  classes  of  property. 

"Cities  crushed  under  debt  burdens  that  had  first  claim  on  all 
local  levies,  lobbied  (with  the  most  modest  results)  through  three  addi- 
tional sessions  of  the  legislature  to  secure  part  of  the  state  gasoline  tax 
for  their  streets  and  alleys,  to  increase  business  license  taxes,  to  levy 
against  public  utility  rates  and  to  lay  consumers '  sales  taxes. ' 

A  few  cities  had  insufificient  revenue  even  to  meet  debt  charges 
leaving  nothing  for  current  operating  expenses.  A  study  of  the  actual 
levies  made  by  104  cities  in  1934-35  showed  that  "eleven  had  levies 
below  the  authorized  maximum,  twenty-seven  used  the  full  allowance 
and  the  remaining  sixty-six  were  compelled  to  levy  in  excess  of  the 
limitation  amendment."*   Ten  cities  benefited  from  utility  earnings. 

In  Morgantown,  municipal  employees  temporarily  volunteered 
their  services  without  pay.  In  Wheeling,  all  city  employees  were  dis- 
charged with  the  exception  of  those  in  the  water  department  which 


3.  Ibid.  p.  612. 

4.  National  Municipal  Review,  September,  1935,  p.  48S. 
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was  self  supporting.  In  Clendenin,  the  police  force  was  dismissed  and 
street  lights  shut  otf.  Fairmont  reduced  appropriation  for  police,  fire 
and  street  department  forty  per  cent  and  discontinued  those  for  the 
band  and  library.  Bluefield  attempted  to  meet  an  apparent  deficit  by 
levying  a  $5.00  capitation  tax  and  citizens  obtained  an  injunction. 
The  council  then  ordered  street  lights  extinguished,  fire  hydrants  shut 
off  and  half  of  the  policemen  and  firemen  discharged. 

"The  companies  underwriting  the  city's  fire  insurance  rushed 
engineers  into  the  city  to  rerate  it  under  the  reduced  fire  fighting 
facilities.  The  city  learned  that  its  $25,000  'savings'  in  taxes  effected 
through  reducing  the  fire  fighting  forces  was  to  cost  $100,000  a  year 
in  increased  fire  insurance  premiums. '"*  A  citizens  committee  asked 
that  a  municipal  one  per  cent  consumers'  sales  tax  be  imposed  and  this 
went  into  effect  in  October  1935. 

' '  The  city  of  Alderson  is  now  in  its  third  year  with  no  income  from 
property  for  operating  expenses.  .  .  .  The  city  has  been  running  on 
meager  profits  from  a  water  works  plant. "  "  The  city  of  Huntington 
which  suffered  a  reduction  of  48  per  cent  in  its  operating  funds  as  a 
result  of  the  tax  limit,  like  Bluefield,  has  imposed  a  local  consumers' 
sales  tax."  "In  Marf ranee,  disgusted  with  trying  to  operate  a  town 
without  funds,  officials  have  simply  closed  shop  and  gone  home."" 

Tax  limitation  as  recently  practiced  in  West  Virginia  has  been  a 
"fiscal  nightmare".  The  result  has  been  services  curtailed  or  stopped 
entirely,  debts  increased,  strange  devices  in  the  form  of  service  fees, 
cost  of  local  government  increased  and  replacement  taxes  proving  more 
costly  than  the  property  tax. 

5.  Seventh  Report  of  New  York  State  Commission  for  the  Revision  of  the  Tax 
Laws,  1936.  p.  46. 

6.  Ibid.  p.  48. 
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CHAPTER  V 

EFFECT  OF  TAX  LIMITATION  IN  COLORADO 

This  chapter  attempts  to  determine  the  effect  upon  the  finances 
of  counties,  schools,  and  municipalities  in  Colorado  of  the  specific 
proposed  constitutional  tax  limitation  amendment  which  is  now  being 
circulated. 

This  proposed  initiated  amendment  would  amend  Section  3  of 
Article  10  of  the  Constitution  as  follows:^ 
Section  3,  Article  X: 

Section  3 — Uniform  taxation — Individual  exemption.  All  taxes  shall  be 
uniform  upon  the  same  class  of  subjects  within  the  territorial  limits  of  the 
authority  levying  the  tax,  and  shall  be  levied  and  collected  under  general  laws, 
which  shall  prescribe  such  regulations  as  shall  secure  a  just  valuation  for 
taxation  of  all  property,  real  and  personal;  PROVIDED  that  all  property 
subject  to  ad  valorem  taxation  shall  be  valued  at  its  actual  value  in  money 
and  shall  be  assessed  at  seventy  per  centum  of  such  actual  value.  Such 
assessed  value  shall  be  the  taxable  value  of  such  property  upon  which  all 
levies  shall  be  made. 

From  and  after  the  first  day  of  January,  1937,  the  rate  of  taxation  on  all 
real  and  personal  property  for  state,  county,  school,  municipal  and  all  other 
purposes,  including  requirements  for  interest  and  sinking  funds  on  all  future 
indebtedness  but  excluding  requirements  for  interest  and  sinking  funds  on 
indebtedness  incurred  prior  to  said  date,  shall  not  exceed  the  following  rate 
on  each  dollar  of  taxable  value  of  such  real  and  personal  property,  to- wit: 
within  cities  of  the  first  and  second  class  and  incorporated  towns,  twenty  mills, 
and  in  all  other  territorial  subdivisions,  fifteen  mills. 

The  personal  property  of  every  person  being  the  head  of  a  family  to  the 
value  of  Two  Hundred  and  Fifty  Dollars  ($250)  shall  be  exempt  from  taxation 
and  ditches,  canals,  flumes  and  reservoirs  owned  and  used  by  individuals  or 
corporations  for  irrigating  lands  owned  by  such  individuals  or  corporations 
or  the  individual  members  thereof,  shall  not  be  separately  taxed  as  long  as 
they  shall  be  owned  or  used  exclusively  for  such  purpose. 

This  proposed  amendment  provides  for  a  radical  change  in  the 
assessment  of  property  in  Colorado.  The  law  at  present  requires  that 
all  property  shall  be  assessed  at  its  "full  cash  value"  which  means  that 
assessment  shall  be  at  100  per  cent  of  full  cash  value.  Until  1913 
Colorado  required  the  assessed  value  to  be  only  one-third  of  full  cash 
value  but  since  that  time  a  100  per  cent  assessment  ratio  has  been 
required.  This  amendment  provides  that  property  shall  be  assessed 
at  seventy  per  cent  of  its  "actual  value  in  money".  This  provision 
would  introduce  an  additional  element  of  guess  work  into  the  already 
difficult  process  of  assessing  property  and  would  be  a  distinctly 
backward  step  in  assessment  procedure. 

1.  The  sponsors  are,  l.evi  A.  Clark,  Palisade;  Charles  E.  Collins,  Kit  Carson; 
E.  P.  Gallup,  4111  East  18th  Avenue,  Denver;  H.  A.  Haniilton,  22  East  San  Miguel, 
Colorado  Spring-s;  and  Mrs.  Gertrude  Milner,  478  Gilpin  Street,  Denver. 
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Altho  it  is  generally  recognized  that  property  in  Colorado  is  not 
assessed  at  full  cash  value,  and  various  studies  which  have  been  made 
comparing  assessed  values  with  sale  values  have  shown  that  wide  dis- 
crepancies exist  in  the  ratio  of  assessed  to  full  cash  value  not  only 
among  individual  properties  but  also  among  the  different  counties,  yet 
the  legal  requirement  of  100  per  cent  assessment  has  served  to  place  a 
uniform  interpretation  on  the  law.  Furthermore,  the  adoption  of 
seventy  per  cent  of  actual  value  as  the  legal  assessment  ratio  may  be 
expected  to  result  in  marked  reductions  in  assessed  valuation  and  con- 
sequently reductions  in  general  property  taxes.  This  change  intro- 
duces additional  complications  in  the  problem  of  determining  the  effect 
of  the  proposed  amendment  upon  state  and  local  finances  which  are 
impossible  to  compute.  It  is  clear,  however,  that  some  additional  re- 
ductions in  general  property  tax  revenues  will  result  from  this  feature 
of  the  amendment.  A  20  mill  limit  on  a  hundred  per  cent  assessment 
is  equivalent  to  a  14  mill  limit  on  a  seventy  per  cent  assessment  and  a 
15  mill  limit  becomes  in  effect  a  10.5  mill  limit. 

In  the  second  place,  this  proposed  amendment  provides  that  after 
January,  1937,  the  rate  of  taxation  on  real  and  personal  property  for 
state,  county,  school,  municipal  and  all  other  purposes,  including  re- 
quirements for  interest  and  sinking  funds  in  all  future  indebtedness 
incurred  after  said  date  shall  not  exceed  twenty  mills  in  incorporated 
municipalities  and  fifteen  mills  in  all  other  territorial  subdivisions. 
Interest  and  sinking  fund  requirements  on  all  indebtedness  incurred 
prior  to  said  date  is  excluded  from  the  limitation.  No  provision  what- 
soever is  made  for  exceeding  the  maximum  levy  as  has  been  done  in 
every  other  state  which  has  adopted  blanket  tax  limitations. 

This  amendment  is  more  drastic  than  any  overall  tax  limitation 
which  has  been  adopted  in  any  other  state  in  two  respects,  first,  because 
it  provides  for  a  reduction  in  assessed  valuation  from  100  per  cent  to 
seventy  per  cent  of  actual  value,  a  procedure  which  no  other  state  has 
adopted  in  connection  with  its  tax  limitation  program  and  second, 
because  it  makes  no  provision  whereby  the  maximum  levy  may  be 
increased  in  excess  of  the  limitation.  All  of  the  seven  states  which 
have  previously  adopted  overall  blanket  limitation  laws  have  permitted 
increases  in  maximum  rates  upon  vote  of  the  electors  or  by  action  of  an 
administrative  board.  Indiana  allows  the  county  board  of  tax  adjust- 
ment to  grant  an  increase  in  an  emergency.  Three  states  permit  in- 
creases by  majority  vote  of  the  electors,  one  state  requires  a  60  per  cent 
favorable  vote,  another  state  requires  a  two-thirds  vote  and  still 
another  state  requires  a  three-fifths  vote. 

Colorado  does  not  have  any  agency  whose  function  it  is  to  collect 
and  compile  information  relative  to  the  operation  of  all  local  govern- 
ments. Some  material  relative  to  assessed  valuation  and  tax  rates  is 
regularly  collected  by  the  Tax  Commission  and  by  the  use  of  this  in- 
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formation  it  is  possible  to  determine  in  a  general  way  the  effect  of  the 
tax  limitation  feature  of  the  amendment.  The  effect  of  the  reduction 
in  assessed  valuation  from  100  per  cent  to  seventy  per  cent  cannot  be 
statistically  measured  because  the  assessment  ratio  used  in  appraising 
the  value  of  real  estate  and  personal  property  in  the  various  counties 
and  taxing  districts  of  the  state  is  not  known.  Before  launching  upon 
a  program  of  tax  limitation,  the  possibilities  which  exist  for  local 
governments,  such  as  counties,  schools,  and  municipalities  to  increase 
their  local  revenues  should  be  carefully  investigated.  The  amount  of 
local  revenues  obtained  from  licenses  and  fees,  operation  of  munici- 
pally owned  utilities  and  other  miscellaneous  sources  by  all  the  munici- 
palities of  the  state  is  not  known  nor  can  the  possibilities  of  increasing 
these  revenues  be  determined.  No  central  state  department  has  avail- 
able the  facts  as  to  the  functions  performed  by  local  governments  and 
the  cost  of  performing  these  services  and  the  extent  to  which  these 
costs  may  be  lowered  by  more  efficient  management.  It  would  seem 
essential  that  certain  elementary  facts  should  be  available  such  as  the 
possible  new  sources  of  revenue  which  might  be  developed  to  supply 
the  deficiency  caused  by  the  reduction  in  the  property  tax  and  the 
extent  to  which  costs  can  be  reduced  or,  failing  this,  what  functions 
and  services  will  have  to  be  discontinued,  before  any  alteration  or 
revision  is  made  in  the  revenue  system  of  local  governments. 

No  limitation  of  property  tax  should  be  enacted  until  some  reason- 
able, equitable,  and  adequate  substitute  tax  has  been  provided — not  to 
give  all  local  governments  all  they  want  to  spend  but  to  provide  for 
their  actual  needs.  The  sponsors  of  this  amendment  have  not  even 
suggested  sources  of  revenue  which  will  be  adequate.  Citizens  who 
own  their  own  homes  are  threatened  by  this  tax  limitation  proposal  not 
only  by  loss  of  important  government  services  which  benefit  them  and 
enhance  the  value  of  their  homes  but  are  placed  in  real  danger  of  having 
tax  burdens  now  fairly  carried  by  others,  transferred  to  their  shoulders. 
The  proposed  amendment  advocates  a  blind  and  revolutionary  change 
in  the  revenue  system  of  the  state  without  suggesting  any  substitute 
for  present  revenue  gambling  that  other  new  taxes  may  be  found 
or  forced. 

Finally  the  adoption  of  a  constitutional  overall  rate  limitation 
creates  a  major  problem  of  apportionment  of  the  available  revenues 
among  the  various  taxing  units.  How  shall  the  available  taxes  be 
divided  among  the  state,  county,  schools,  and  municipalities?  In  the 
event  that  the  amendment  was  adopted,  the  decision  on  this  point 
would  have  to  be  decided  by  the  legislature.  In  the  seven  states  having 
blanket  limitation  no  two  have  employed  exactly  the  same  methods  or 
machinery  for  apportioning  the  rate  among  the  several  units. 

"The  legislature  must  face  squarely  the  problem  involved  in  the 
distribution  of  the  reduction  required  under  the  limitation  and  either 
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provide  some  method  of  taking  care  of  that  distribution  or  provide 
new  revenues  to  replace  the  property  tax  losses  resulting  from  the 
limitation.  Should  the  legislature  conclude  that  no  satisfactory  method 
of  distribution  can  be  worked  out  and  that  revenues  cannot  be  located 
to  replace  the  losses  from  the  property  tax,  it  must  perforce  recognize 
that  the  tax  limitation  proposal,  appealing  as  its  objectives  may  be,  is 
an  unsound  way  of  achieving  those  objectives."^ 

The  exclusion  of  debt  sei^vice  on  debt  already  incurred  from  the 
limitation  penalizes  the  local  governments  which  have  been  conservative 
in  their  expenditures  programs  and  gives  the  benefit  to  the  profligate 
governments.  This  exclusion,  however,  merely  postpones  for  a  few 
years  the  time  when  the  limit  must  include  all  debt  service  since  the 
amendment  provides  that  debt  charges  on  future  debts  incurred  must 
come  within  the  limitation.  Local  governments  which  are  still  in  the 
initial  stages  of  development  and  facing  the  necessity  for  substantial 
permanent  improvement  during  the  coming  years  will  be  severely 
handicapped  in  their  gi-owth.  Residents  of  such  areas  will  be  forced 
either  to  go  without  services  and  improvements  they  desire  or  to  turn 
to  other  expedients  for  raising  money.  It  will  be  difficult,  if  not  im- 
possible, to  secure  funds  by  the  issuance  of  bonds  because  of  the 
restriction  of  the  power  of  the  local  governments  to  pay  the  debt 
charges  on  such  bonds  and  it  will  be  equally  impossible  to  adopt  a 
pay-as-you-go  policy  and  provide  for  new  improvements  out  of  current 
revenues  because  of  the  pressure  for  funds  for  current  operation.  The 
inevitable  result  of  the  proposed  amendment  will  be  stagnation  in  local 
government,  if  the  amendment  proves  to  be  effective. 

From  the  figures  available  in  the  office  of  the  State  Tax  Commis- 
sion it  is  possible  to  determine  for  each  of  the  231  incorporated  munici- 
palities the  total  deficit  which  would  be  created  in  the  current  operation 
of  state,  county,  schools,  and  municipalities,  thru  the  limitation  of  the 
total  tax  rate  to  twenty  mills.  Detailed  figures  for  all  incorporated 
cities  in  support  of  these  findings  appear  in  Appendix  A.  The  pro- 
posed constitutional  tax  limitation  of  20  mills  in  incorporated  places 
would  create  a  deficit  of  $9  million  in  the  current  operation  expendi- 
tures of  the  four  units  of  government,  state,  counties,  schools,  and 
municipalities,  in  the  231  incorporated  cities. 

The  total  amount  of  general  property  taxes  levied  for  1936  on  the 
assessed  valuation  in  the  231  incorporated  places  for  all  units  of 
government  for  state,  counties,  schools,  and  municipalities  is  $23 
million.  Taxes  levied  for  debt  service  charges  totaled  $2.7  million, 
leaving  $20.3  million  available  for  current  operation.  The  maximum 
amount  which  could  be  raised  by  a  20  mill  tax  would  be  $11.2  million. 
The  amount  of  the  deficit  in  current  operation  would  be  $9  million. 


2.  Seventh  Report  of  the  New  York  State  Commission  for  the  Revision  of  the 
Tax  Laws.    Leg.  Doc.  No.  54  (1936)  pp.  59-60. 
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The  available  revenue  would  be  only  55.0  per  cent  of  the  amount  levied 
in  1936.    The  per  cent  of  present  revenue  which  would  be  available 

under  the  20  mill  limitation  in  the  232  incorporated  places  is  shown 
as  follows : 

Per  cent  of  Present 
Revenue  which  would 

be  available  under  Number  of 

a  20  mill  limitation  Municipalities 

Below  30%  5 

30-40  34 

40-50  71 

50-60  67 

60-70  37 

70-80  10 

80-90  6 

90-100  2 

Total  232 

The  table  shows  that  in  five  municipalities,  the  tax  revenue  obtained 
would  be  less  than  thirty  per  cent  of  their  present  operating  revenue 
and  in  110  municipalities  the  available  tax  revenue  would  be  less  than 
fifty  per  cent  of  that  now  levied.  In  only  eight  municipalities  would 
there  be  available  more  than  eighty  per  cent  of  present  revenue. 

An  analysis  of  the  1936  taxes  levied  for  current  operation  in  the 
232  incorporated  places  reveals  the  fact  that  not  a  single  incorporated 
municipality  in  the  state  would  remain  unaffected  by  a  20  mill  limita- 
tion. In  other  words,  in  every  municipality  the  total  tax  levy  for 
current  operation  of  the  state,  county,  schools,  and  cities,  is  at  present 
in  excess  of  20  mills.  In  two  municipalities  the  levy  exceeds  90  mills. 
The  distribution  of  the  1936  levies  for  current  operation  only  is  as 
follows : 

Total  taxes  levied  for  current  operation  of  state,  county,  schools 
and  cities  in  231  incorporated  places  in  Colorado  in  1936 

Number  of 

Total  tax  levy  1936  Incorporated 
In  mills  Places 

20-24.99    8 

25-29.99    15 

30-34.99    50 

35-39.99    46 

40-44.99    45 

45-49.99    29 

50-54.99    16 

55-59.99    11 

60-64.99    5 

65-69.99    2 

70-74.99    2 

75-89.99    0 

90-94.99    2 

Total  231 
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The  reduction  in  general  property  taxes  for  current  operation  in  the 
territory  outside  incorporated  places  for  the  operation  of  all  units  of 
government  under  a  15  mill  limitation  would  amount  to  approximately 
$3.9  million. 

The  total  amount  of  general  property  taxes  levied  for  1936  on  the 
assessed  valuation  of  the  2,082  school  districts  for  operation  of  the 
state,  counties  and  schools  was  $13  million.  Taxes  levied  for  debt 
service  charges  totaled  $1.2  million  leaving  $11.8  million  available  for 
current  operation.  The  maximum  amount  which  could  be  raised  by 
a  15  mill  tax  would  be  $7.9  million.  The  amount  of  the  deficit  in 
current  operation  would  be  $3.9  million.  The  available  revenue  would 
be  only  67  per  cent  of  the  amount  levied  in  1936. 

The  total  effect  of  both  the  20  mill  and  the  15  mill  limit  would  be 
to  create  a  loss  in  operating  revenues  of  about  $12.9  million,  disre- 
garding the  effect  of  the  70  per  cent  assessed  ratio  and  making  no 
allowances  for  uncollected  taxes. 

A  study  of  the  tax  rates  for  maintenance  in  the  2,082  school 
districts  situated  outside  of  incorporated  places  reveals  the  fact  that 
only  fourteen  school  districts  would  be  unaffected  by  a  15  mill  limita- 
tion. In  the  remaining  2,064  school  districts  the  combined  tax  rate 
for  maintenance  of  the  three  governmental  units,  state,  county,  and 
schools  is  in  excess  of  15  mills. 

The  distribution  of  the  combined  total  tax  rates  for  maintenance 
is  given  as  follows  : 

Number  of 

Total  Tax  Rate  School 
In  Mills  Districts 

Below  15  mills    14 

15—19.99    438 

20 — 24.99    806 

25—29.99    438 

30—34.99    265 

35—39.99    86 

40 — 44.99    26 

45—49.99    8 

Over  50   1 

Total    2,082 

The  number  of  school  districts  which  would  sustain  various  percentages 
of  loss  in  revenue  for  maintenance  under  a  15  mill  limitation  is  shown 
in  the  following  table : 

Percentage  of  Loss  Number  of 

in  Maintenance  Revenue  Districts 

0—9.9%    63 

10—19.9    195 

20—29.9    465 

30—39.9    569 

40 — 49.9    441 
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Percentage  of  Loss  in  Number  of 

Maintenance  Revenue  Districts 

50—59.9    313 

60—69.9    67 

Over  70.0    1 


Total    2,114 


In  63  districts  the  loss  in  revenue  would  be  10  per  cent  or  less.  In 
one-third  of  the  districts  the  loss  would  be  30  per  cent  or  less.  In  381 
districts  the  loss  would  be  more  than  50  per  cent. 

If  the  proposed  amendment  were  adopted  in  Colorado  it  would 
be  necessary  to  raise  from  sources  other  than  the  tax  on  real  property, 
and  exclusive  of  all  other  types  of  revenue  now  being  collected  by 
governmental  units,  the  sum  of  $13  million.  It  is  estimated  on  the 
basis  of  the  present  distribution  of  taxes  between  state,  counties, 
schools  and  cities,  that  about  one-half  of  this  new  revenue  would  be 
required  by  schools,  one-fourth  by  counties  and  one-fourth  by  munici- 
palities. Under  the  present  constitution  it  would  not  be  possible  for 
the  state  to  collect  new  revenues  and  apportion  them  to  counties  and 
municipalities  because  of  the  prohibition  in  Section  7,  Article  X  of  the 
Constitution  which  states  that  ' '  The  general  assembly  shall  not  impose 
taxes  for  the  purposes  of  any  county,  city,  town  or  other  municipal 
corporation. ' '  There  has  been  some  doubt  as  to  the  power  of  the  state 
to  apportion  state  collected  revenue  to  school  districts  and  in  order 
that  this  matter  might  be  definitely  decided  the  last  legislature  appro- 
priated $500  from  the  general  fund  of  the  state  for  the  support  of  the 
public  schools  and  the  constitutionality  of  this  law  is  now  being  tested 
in  the  courts  and  is  now  before  the  Supreme  Court. 

The  municipalities  would  be  the  most  seriously  affected  of  all  units 
of  government  by  the  adoption  of  a  20  mill  tax  limitation  because  it 
would  reduce  the  revenues  derived  from  the  property  tax  far  below 
their  normal  requirements  and  it  would  not  be  possible  for  the  state  to 
come  to  their  aid  by  apportioning  any  of  the  new  sources  of  revenue 
to  them,  until  Section  7  of  the  constitution  could  be  amended  or  re- 
pealed. During  this  period  the  municipal  governments  in  Colorado 
would  be  seriously  disrupted  if  not  actually  destroyed.  It  is  not 
feasible  for  municipalities  to  levy  income,  inheritance,  sales  or  other 
modem  taxes  so  that  when  the  revenues  of  the  general  property  tax 
are  reduced  fifty  per  cent  or  more,  as  would  b«  the  situation  in  over 
110  municipalities,  the  only  alternative  is  to  stop  essential  municipal 
services.  Furthermore,  the  experience  with  overall  tax  limitation  in 
the  other  states  has  been  that  the  municipalities  were  the  most  seriously 
affected. 

Another  method  of  arriving  at  the  effect  of  a  20  mill  limitation  in 
incorporated  places  is  to  analyze  the  present  distribution  of  tax  levies 
made  by  counties,  school  districts,  and  municipalities  and  to  assume 
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a  reasonable  allocation  of  the  levies  to  the  three  units  of  government. 
The  distribution  of  total  tax  levies  for  1936  was  as  follows: 
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228 

15—19.99 

51 

219 

20—24.99 

10 

229 

25—29.99 

0 

30—34.99 

1 

230 

Total 

230 

In  addition,  nearly  all  the  counties  levy  5  mills  for  the  general  county 
school  fund  to  pay  the  minimum  teachers '  salary,  and  there  is  of  course 
the  state  levy  of  3  mills.  Assuming  that  these  two  levies  on  property 
might  be  discontinued  and  replaced  by  new  state-collected  taxes,  which 
would  require  raising  $8,057,058  from  other  sources,  how  might  the  20 
mills  be  allocated  to  the  three  local  units,  counties,  schools,  and  cities? 

Assume  a  county  levy  of  six  mills,  a  school  levy  of  six  mills  and  a 
city  levy  of  eight  mills,  making  a  total  levy  of  twenty  mills.  Only  eight 
of  the  63  counties  would  be  unaffected  by  a  levy  of  six  mills.  Whereas, 
55  counties  now  find  it  necessary  to  make  a  larger  levy.  The  average 
county  levy  in  1935  was  9.75  mills.  About  40  school  districts  would 
remain  unaffected  by  a  levy  of  six  mills  and  some  60  municipalities 
would  be  unaffected.  The  average  school  district  levy  was  16,18  mills 
and  the  average  city  levy  was  17.14  in  1935. 

The  large  variations  in  tax  levies  are  due  to  fundamental  differ- 
ences in  taxable  wealth  and  assessed  valuation  and  to  varying  needs 
and  requirements,  and  they  show  the  impossibility  of  fixing  a  rigid 
tax  limit  on  property  unless  the  state  is  prepared  to  supplement  the 
revenues  derived  from  property  taxes  with  other  revenues. 

The  tax  limitation  program  raises  certain  fundamental  questions 
related  to  fiscal  policy  and  the  functioning  of  democratic  government. 
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The  state  will  be  confronted  with  the  task  of  raising  new  revenues  for 
the  support  of  local  government.  From  what  sources  are  these  revenues 
to  be  obtained?  Our  estimates  indicate  that  about  thirteen  million 
dollars  will  be  required.  Will  the  new  taxes  be  heavier  sales  taxes,  an 
increased  inheritance  tax,  a  graduated  personal  income  tax,  heavier 
taxes  on  railroads  and  public  utilities,  business  and  occupation  taxes, 
corporation  taxes,  taxes  on  banks  and  financial  institutions  or  a  capita- 
tion tax  of  $13  per  pei-son?  Unless  the  income  tax  amendment  is 
adopted,  the  largest  untapped  sources  of  wealth,  namely,  intangible 
wealth  cannot  be  successfully  reached.  Reliable  estimates  indicate  that 
intangible  wealth  in  Colorado,  now  untaxed,  at  least  equals  and 
probably  exceeds  in  value  real  and  tangible  personal  property. 

The  new  revenue  when  collected  cannot  be  legally  apportioned  to 
counties  and  municipalities  and  possibly  school  districts  under  our 
present  constitution.  The  adoption  of  the  income  tax  amendment 
would,  however,  permit  the  proceeds  of  the  income  tax  to  be  appor- 
tioned but  until  Section  7  of  Article  X  is  amended  or  repealed  other 
types  of  revenue  could  not  be  allocated  to  local  governments. 

The  partial  support  of  local  units  of  government  thru  state  col- 
lected taxes  tends  inevitably  toward  the  substitution  of  state  control 
of  local  finances  for  local  control.  If  the  state  pays,  the  state  must 
control.  It  is  a  direct  blow  at  democracy  and  representative  govern- 
ment and  violates  the  principle  of  home  rule  in  local  alfairs.  Local  units 
will  find  themselves  in  a  financial  straight  jacket,  their  right  to  govern 
themselves  according  to  their  needs  and  conditions  abridged  and  will 
henceforth  be  dependent  upon  the  magnanimity  and  benevolence  of 
the  state  government. 

Effect  Upon  Railroads  and  Public  Utilities. 

The  assessed  valuation  of  railroads  and  public  utilities  for  1935 
as  assessed  by  the  tax  commission  was  $193,860,545.  The  average 
county  levy  in  1935  was  32.6  mills  for  the  state  as  a  whole.  Assuming 
these  corporations  were  taxed  at  this  average  millage  the  total  amount 
of  taxes  assessed  against  them  amounted  to  $6.3  million.  Assuming 
that  one-half  of  the  property  of  these  corporations  is  situated  within 
incorporated  places  and  would  be  subject  to  the  20  mill  limit  and  one- 
half  is  located  outside  and  subject  to  the  15  mill  limitation,  the  taxes 
imposed  upon  these  corporations  under  the  proposed  amendment  would 
tend  to  approach  $3.3  million  as  existing  outstanding  bonds  are  retired 
and  the  maximum  tax  levy  became  effective.  The  annual  savings  which 
these  corporations  might  be  expected  to  enjoy  if  the  proposed  tax 
limitation  amendment  were  adopted  would  ultimately  amount  to  about 
$3.0  million  annually.   Since  corporations  largely  escape  paying  sales 
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taxes  this  would  result  in  shifting  several  million  dollars  of  taxes  now 
being  paid  by  them  to  individuals,  many  of  whom  own  no  property  and 
have  no  real  tax  paying  ability.  In  Michigan,  the  savings  enjoyed  by 
the  large  utilities  thru  the  imposition  of  the  15  mill  tax  limitation  have 
already  amounted  to  $2.0  million  annually  and  this  will  increase  as  the 
average  state  rate  approaches  the  15  mill  limit. 
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CHAPTER  VI 

SUMMARY  AND  CONCLUSIONS 

It  is  apparent  from  this  study  that  overall  tax  limitation  is  unsound 
in  principle  and  that  its  net  results  are  destructive  rather  than  con- 
structive in  character. 

The  following  reasons  may  be  presented  to  show  that  the  plan  is 
unsound  in  principle : 

1.  The  proportion  of  total  income  required  for  governmental  pur- 
poses varies  from  decade  to  decade  but  tends  to  increase  as  gov- 
ernments are  called  upon  to  perform  a  greater  number  and  variety 
of  services  and  activities.  The  proportion  of  taxes  which  real 
estate  shall  bear  should  not  be  fixed  in  the  constitution. 

2.  The  tax  limitations  of  one  or  two  per  cent  on  the  value  of  real 
property  are  not  based  on  any  scientific  study  or  determination  of 
how  much  of  the  tax  burden  should  be  borne  by  real  estate.  Such 
studies  as  have  been  made  indicate  that  real  property  should  bear 
not  less  than  one-half  of  all  expenditures  for  municipal  govern- 
ments since  more  than  half  of  all  municipal  costs  are  directly 
beneficial  to  property  owners.  Such  services  as  police  patrol,  fire 
fighting  and  prevention,  sanitary  collection  and  disposal,  sewer 
system,  water  supply,  care  of  streets  and  other  public  utilities, 
and  public  improvements  such  as  bridges,  highways,  viaducts, 
schools,  parks,  and  public  buildings  directly  benefit  real  property 
and  enhance  its  value. 

3.  Rigid  statewide  overall  tax  limitation  endeavors  to  apply  a  uniform 
limit  to  situations  which  are  not  uniform.  The  needs  of  counties, 
school  districts,  and  cities  vary  greatly  and  their  ability  to  pay 
for  services  of  government  as  measured  by  taxable  wealth  varies 
enormously.  For  this  reason  arbitrary  limits  should  not  be  placed 
in  the  constitution. 

4.  Tax  limitation  ' '  destroys  the  fundamental  right  upon  which  local 
self  government  is  based  through  preventing  citizens  of  a  locality 
from  determining  the  governmental  services  they  want  and  are 
willing  to  pay  for." 

5.  "It  puts  local  government  into  a  straight  jacket  which  stifles  its 
development  and  must  in  the  end  result  in  its  disappearance."* 

A  statement  of  the  actual  results  of  tax  limitation  in  the  seven  states 
which  have  experimented  with  the  plan  may  be  summarized  as  follows : 


1.  Seventh  Report  of  the  New  York  Commission  for  the  Revision  of  the  Tax 
Laws,  January  1923,  p.  353. 
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1.  It  has  resulted  in  shifting  a  portion  of  the  burden  borne  by  real 
property  owners  to  other  groups.  Almost  without  exception  the 
tax  burden  has  been  shifted  from  real  property  owners  to  the  great 
mass  of  consumers  thru  the  imposition  of  sales  taxes.  Tax  relief 
for  property  owners  has  meant  greater  burdens  for  the  poor,  and 
low  income  groups.  Large  property  owners,  non-residents,  and 
corporations  are  the  chief  beneficiaries.  The  great  majority  of 
citizens  will  lose  more  than  they  gain.  They  will  pay  much  more 
in  sales  taxes  than  they  save  in  reduction  of  property  taxes.  The 
average  taxpayer  may  save  from  $12  to  $15  in  property  taxes  but 
will  pay  from  $20  to  $40  in  sales  taxes. 

2.  Tax  limitation  has  not  materially  reduced  the  total  volume  of 
taxation  nor  curtailed  expenditures.  Total  taxes  were  not  reduced, 
they  were  merely  shifted.  In  every  state  millions  of  dollars  of  new 
revenue  were  raised  to  replace  the  taxes  lost  thru  reduction  in 
property  taxes.  The  plan  has  demonstrated  that  reductions  in  the 
cost  of  government  cannot  be  effected,  commensurate  with  the 
reduction  in  the  property  tax.  New  revenues  have  been  sought  to 
prevent  the  impairment  or  destruction  of  present  services.  In 
those  states  in  which  existing  constitutional  restrictions  have  pre- 
vented the  allocation  of  the  new  state  collected  revenues  to  coun- 
ties and  municipalities,  as  in  Oklahoma,  Washington,  and  West 
Virginia,  there  has  resulted  a  crippling  of  present  services  of  local 
governments.  In  Michigan  and  Ohio  local  governments  have  suf- 
fered because  of  the  new  revenues  being  inadequate  to  restore  the 
loss. 

3.  Tax  limitation  has  not  resulted  in  economy  of  operation  nor  has  it 
been  effective  in  controlling  expenditures.  Local  governments 
deprived  of  revenues  have  resorted  to  deficiency  bond  issues  with 
the  result  that  ultimately  costs  will  be  greatly  increased.  There 
has  been  a  shift  from  taxes  to  borrowing  for  current  expenses. 
The  pay-as-you-go  plan  has  been  discouraged  or  rendered  im- 
possible. Local  governments  were  saddled  with  the  cost  of  extra 
elections  made  necessary  to  vote  levies  outside  the  limitation. 
Scientific  budgeting  is  rendered  difficult  if  not  impossible  and  the 
emphasis  has  changed  from  economy  of  operation  of  local  units  to 
that  of  demanding  a  greater  share  of  state  collected  funds. 

4.  Tax  limitation  has  not  resulted  in  tax  reform.  The  adoption  of 
sales  taxes  does  not  constitute  tax  reform  but  is  a  distinctly  back- 
ward step.  The  two  most  universally  recognized  indexes  of 
financial  capacity  and  taxing  ability  are  property  and  income.  An 
equitable  tax  system  will  distribute  the  tax  burden  in  accordance 
with  the  natural  economic  resources  of  the  state  and  taxpaying 
capacity  of  its  citizens.   A  tax  on  net  income  is  recognized  as  the 
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fairest  tax  yet  derived  and  is  the  best  method  of  reaching  the  large 
volume  of  intangible  wealth.  Without  it  large  amounts  of  wealth 
and  taxpaying  ability  will  remain  untaxed.  Only  two  states,  New 
Mexico  and  West  Virginia,  have  adopted  the  net  income  tax  as  a 
result  of  tax  limitation.  In  Washington  it  was  declared  uncon- 
stitutional and  in  Michigan  the  tax  limitation  has  erected  another 
barrier  to  income  taxation.  The  sales  taxes  which  have  been 
adopted  under  the  stress  of  the  depression  and  the  urgent  need 
for  new  revenue  resulting  from  tax  limitation  may  become  perma- 
nent features  of  the  tax  system  in  spite  of  the  fact  that  they  cannot 
be  defended  on  any  principle  of  justice.  They  will  be  vigorously 
supported  by  those  groups  which  find  in  the  sales  tax  a  con- 
venient weapon  against  the  further  development  of  income  and 
inheritance  taxes  and  will  be  continued  as  long  as  the  wealthier 
groups  are  able  to  shift  the  burden  of  taxation  to  the  poor  and 
low  income  groups. 

5.  Tax  limitation  has  resulted  in  a  marked  reduction  or  abolition  of 
the  state  tax  on  property  for  state  purposes.  In  Michigan  and 
Oklahoma  the  state  property  tax  was  abolished. 

6.  The  schools  have  received  large  allocations  of  the  state-collected 
revenues  and  in  general  have  not  suffered  greatly  as  a  result  of 
tax  limitation.  The  apportionment  of  funds  to  school  districts 
has  not  been  made  in  accordance  with  recognized  principles  of 
equalization  of  school  opportunities  and  tax  burdens  with  the 
exception  of  Indiana. 

In  some  instances  the  state  funds  have  gone  to  school  districts 
amply  able  to  finance  their  own  schools.  In  only  one  state,  West 
Virginia,  has  there  resulted  any  reorganization  of  school  districts, 
in  the  interest  of  real  economy.  There  the  county  unit  system 
has  been  adopted.  Schools  have  suffered  greatly  from  the  con- 
fusion and  uncertainty  of  financial  support  and  a  large  degree 
of  local  control  has  been  surrendered  to  state  control. 

7.  Municipalities  have  been  most  seriously  affected  by  tax  limitation. 
In  general  their  revenues  have  been  drastically  reduced,  and  they 
have  received  very  little  aid  from  the  state.  This  has  resulted  in 
serious  impairment  of  services  and  in  many  cities  the  abandonment 
of  certain  services.  Borrowed  funds  have  been  relied  upon  to 
finance  current  operations.  Indebtedness  has  increa.sed.  Credit 
has  been  impaired  or  destroyed.  Expenditures,  ultimately  have 
been  increased. 

8.  Sales  taxes  have  been  relied  upon  in  every  state  to  furnish  the  new 
replacement  revenues.  This  has  shifted  the  tax  burden  to  the 
propertyless  group,  the  poor  and  the  low  income  groups.  The 
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average  citizen  has  been  forced  to  pay  more  in  sales  taxes  than  he 
benefited  in  lowered  property  taxes. 
9.  Chief  beneficiaries  have  been  the  large  property  owners,  non- 
resident property  owners  and  corporations. 

10.  The  plan  is  an  unintelligent  and  ineffective  effort  to  accomplish 
desirable  results.  It  is  selfish  in  character,  designed  primarily  to 
shift  the  burden  from  real  property  to  other  sources  of  income.  If 
adopted  the  plan  would  operate  to  prevent  real  property  from 
paying  its  fair  and  just  share  of  taxes. 

The  effects  of  the  adoption  of  the  tax  limitation  in  Colorado  may  be 

briefly  summarized  as  follows: 

1.  The  effect  would  be  much  more  serious  in  Colorado  than  in  any 
other  state  which  has  adopted  the  plan  because  the  constitutional 
amendment  proposed  is  much  more  drastic  than  the  amendments 
which  have  been  adopted  in  other  states  in  two  respects. 

(a)  It  provides  for  a  reduction  in  assessed  valuation  from  100 
per  cent  to  70  per  cent  of  true  value. 

(b)  It  makes  no  provision  whereby  the  maximum  limit  may  be 
exceeded.  All  the  other  states  have  permitted  increases  in 
the  maximum  rate,  usually  upon  vote  of  the  electors  of  the 
taxing  district. 

2.  The  total  reduction  in  property  taxes  for  current  operation  would 
amount  to  $13  million.  This  amount  of  money  would  have  to  be 
raised  from  new  sources  of  income  if  state  and  local  government 
continue  to  function  as  at  present. 

3.  The  state,  counties,  and  schools  may  be  expected  to  be  provided 
for  first  out  of  the  proceeds  of  the  new  revenues  and  the  munici- 
palities would  receive  what,  if  anything,  was  left.  In  every  state, 
without  exception  the  municipalities  have  been  most  seriously 
affected  of  all  units  of  government  by  tax  limitation. 

4.  The  municipalities  in  Colorado  could  not  legally  receive  any  of 
the  new  revenues  collected  by  the  state  because  of  the  prohibition 
in  Section  7,  Article  X.  The  state  could  not  aid  them,  even  if  it 
had  sufficient  revenues  and  desired  to  do  so.  Until  Section  7  could 
be  amended  or  repealed  the  only  alternative  would  be  for  the 
state  to  assume  certain  functions  now  performed  by  municipalities. 

5.  No  municipality  in  Colorado  at  present,  has  a  total  levy  on  real 
estate  for  operating  as  low  as  20  mills.  Of  the  231  incorporated 
places,  208  have  levies  of  more  than  30  mills.  The  average  or 
median  levy  is  about  40  mills  and  two  cities  levy  more  than  90 
mills.  Reductions  in  operation  revenues  of  30,  40,  and  50  per 
cent  would  be  the  general  rule  if  the  amendment  were  adopted. 
Present  services  would  be  impaired  and  many  activities  would  have 
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to  be  abolished  entirely  or  else  cities  would  be  forced  to  operation 
on  borrowed  funds,  and  a  large  bonded  debt  would  result. 

6.  Only  14  school  districts  out  of  a  total  of  2,082,  situated  outside  of 
incorporated  places  had  levies  for  operation  below  15  mills. 

7.  Unless  the  graduated  income  tax  amendment  is  adopted  at  the 
November  election  the  only  major  source  of  revenue  available  to 
replace  the  loss  in  property  taxes  appears  to  be  the  sales  tax.  The 
rates  would  need  to  be  increased  enormously.  The  opportunity 
presented  to  the  people  of  Colorado  appears  to  be  a  choice  between 
property  tax  limitation  and  heavier  sales  taxes.  A  vote  for  tax 
limitation  would  result  in  the  average  citizen  voting  to  impose 
heavier  burdens  upon  himself  in  order  to  relieve  large  property 
owners,  corporations,  and  public  utilities  of  a  portion  of  their 
property  taxes.   This  has  been  the  net  result  in  other  states. 

8.  The  plan  may  be  expected  to  result  in  shifting  from  local  support 
of  local  functions  to  state  support  of  local  functions  with  the 
following  results : 

(a)  Increased  expenditures  by  the  state  for  an  increasing  number 
of  local  functions. 

(b)  State  control  and  supervision  over  local  governments,  and 
a  weakening  of  home  rule  and  democracy. 

(c)  Residents  of  cities  taxed  thru  a  sales  tax  to  pay  for  not  only 
the  tax  relief  afforded  their  own  real  estate  but  for  relief  given 
to  real  estate  in  other  counties  where  the  replacement  tax 
produces  little  or  nothing. 

9.  The  state  property  tax  for  state  purposes  will  probably  be  greatly 
reduced  or  abolished  entirely.  This  has  been  the  universal  result 
in  every  other  state  which  has  adopted  the  plan. 

10.  Local  governments,  schools,  and  municipalities  would  be  seriously 
crippled  and  many  activities  would  have  to  be  discontinued.  Fi- 
nancial chaos  would  result  during  the  period  of  readjustment. 
Bonded  indebtedness  would  be  increased  and  in  the  long  run  it 
would  prove  excessively  expensive  to  operate  local  government 
on  borrowed  funds.  The  impairment  of  local  government  would 
have  disastrous  results  upon  real  estate  values  and  in  the  end  real 
property  owners  would  not  be  benefited  by  the  reduction  in 
property  taxes. 

ALTERNATIVES  TO  TAX  LIMITATION 

All  of  the  objectives  sought  by  proponents  of  property  tax  limi- 
tation have  been  achieved  in  most  of  the  progressive  American  states 
without  resorting  to  tax  limitation  and  its  attendant  disastrous  effects 
upon  local  governments,  particularly  upon  municipalities. 
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If  the  purpose  of  tax  limitation  is  to  check  or  reduce  government 
expenditures,  this  can  only  be  done  by  the  adoption  of  effective  budget 
procedure  and  sound  bonding  policies.  It  cannot  be  achieved  thru  the 
tax  limitation  and  has  not  been  achieved  in  any  state  which  has  adopted 
rigid  tax  limits.  In  no  state  has  the  total  volume  of  tax  revenues  or 
total  expenditures  materially  decreased  as  a  result  of  tax  limitation. 
In  every  state  the  revenues  lost  thru  property  taxes  have  been  made 
up  by  taxes  on  other  sources  of  incomes.  It  will  be  granted  readily  that 
it  is  highly  desirable  to  reduce  public  expenditures  in  times  when  taxes 
are  paid  only  with  difficulty  and  sacrifice.  This  has  been  done  in  every 
state  during  the  depression  regardless  of  tax  limit.  Tax  limitation 
has  made  no  contribution  whatever  to  the  problem  of  securing  real 
economy  in  the  operation  of  government.  Its  results,  in  the  long  run, 
have  proved  to  be  the  exact  opposite.  Debt  accumulations,  and  in- 
creased future  taxes  have  been  the  result.  The  energies  of  both  citizens 
and  public  officials  have  been  consumed  in  useless  efforts  and  contro- 
versies made  necessary  to  keep  governments  functioning  at  all  under 
an  almost  impossible  haDdicap.  If  the  problems  of  real  economy  and 
real  expenditure  control  were  attacked  directly,  significant  and  far 
reaching  economies  can  be  achieved.  The  technique  of  securing  real 
economy  and  efficiency  in  the  operation  of  government  has  been  known 
and  has  been  applied  with  outstanding  success  in  many  states  and  local 
governments  during  the  past  25  years.  Among  the  constructive  meas- 
ures which  must  be  adopted  if  genuine  savings  are  to  be  realized  are 
the  following:  better  organization  of  goveraments,  employment  of 
trained  and  competent  personnel,  the  adoption  of  improved  practices 
and  procedures  in  the  conduct  of  public  business  such  as  adequate 
accounting  systems,  effective  budgeting,  centralized  purchasing,  peri- 
odic audits,  public  reporting  systems  and  centralized  fiscal  control  and 
supervision. 

The  need  for  the  establishment  of  more  effective  control  over  the 
issuance  of  public  indebtedness  is  a  factor  of  major  importance  in  any 
attempt  to  control  public  expenditures.  No  permanent  financial  relief 
to  taxpayers  will  be  effected  until  greater  restraints  are  placed  upon 
the  issuance  of  public  debt  and  to  be  effective  the  control  must  operate 
before  the  debt  is  incurred.  Several  states,  notably  Massachusetts, 
New  Jersey,  and  North  Carolina,  have  placed  restrictions  on  the 
amount,  the  purpose,  the  term  of  the  bond  and  require  that  all  future 
bonds  shall  be  serial  bonds.  State  supervision  of  the  issuance  of  local 
bonds  is  now  in  operation  in  nine  states.  If  the  same  amount  of 
thought  and  energy  now  being  devoted  to  tax  limitation  were  devoted 
to  sound  and  constructive  measures  designed  to  secure  effective  debt 
control,  we  might  reasonably  expect  to  realize  in  a  comparatively  short 
period  of  time  some  permanent  and  lasting  contribution  toward  real 
economy.    Unfortunately,  taxpayers  in  a  few  states  confronted  with 
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heavy  tax  bills  for  the  support  of  governmental  expenditures  followed 
the  leadership  of  those  who  lacked  the  constructive  grasp  necessary  to 
secure  tax  reduction  in  the  only  manner  which  they  can  be  effectively 
achieved  and  have  seized  upon  a  method  which  promises  relief  but 
which  in  the  end  will  result  in  failure  and  disappointment. 

Control  over  expenditures,  through  effective  budgeting  and  con- 
trol over  debts  rather  than  arbitrary  tax  limits  are  the  only  real  road 
to  economy  in  government  and  ultimate  relief  of  real  estate.  A  reduc- 
tion in  the  amount  of  taxes  paid  by  real  estate  and  tangible  property 
thru  the  substitution  of  taxes  on  other  sources  of  income  such  as  sales 
taxes,  income  taxes,  and  business  taxes  has  been  achieved  in  many 
states  without  tax  limitation.  In  fact  there  has  been  a  definite  trend  in 
this  direction  throughout  the  country  as  is  shown  by  the  fact  that 
thirty-three  states  have  adopted  income  taxes  and  the  revenue  derived 
from  the  income  has  resulted  in  a  lowering  of  the  property  tax.  This 
substitution  method  has  been  employed  with  conspicuous  success  in 
many  states  which  have  not  resorted  to  tax  limitation.  California  is  a 
conspicuous  example  of  a  state  which  has  reduced  property  tax  by  the 
use  of  the  sales  tax  without  tax  limitation.  The  reduction  in  property 
taxes  is  accomplished  in  large  part  by  the  allocation  of  state-collected 
taxes  to  local  governments.  This  also  is  a  well  defined  trend  through- 
out the  country  at  the  present  time  and  has  been  accomplished  in  most 
progressive  states  without  the  forcing  power  of  tax  limitation  and  long 
before  tax  limitation  was  introduced. 
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